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ABSTRACT 
STATE LEVEL FISCAL REFORMS IN INDIA 
Fiscal consolidation has been high among the reform priorities of the 
government. The year 1991-92 was the toughest years for the Indian Economy. All 
the macro economic indicators became adverse. The overall growth shaped to mere 
1.1 percent. The gross fiscal deficit stood at 8 percent of GDP and revenue deficit on 
the current account at 3.5 percent. 
The government decided to adopt in June 1991 a programme of macro-
economic stabilization to restore viability of fiscal balances and the balance of 
payments and to contain prices. At the same time it took a far-reaching programme of 
structural reforms involving bold initiatives in external trade, exchange rate and 
industrial policy etc. Out of them one of the important components of the reform was 
'Fiscal Reforms'. 
The present study gives a picture of State level fiscal Reforms in India carried 
since 1990-91. We have studied the fmances of All States (combined) during the 
period 1990-91 to 2002-03. Uttar Pradesh is studied as a separate state because it is 
our parent state. The finances of Uttar Pradesh are studied separately. We have also 
studied fiscal reforms initiatives taken by the fourteen major states of India. The study 
contains six chapters. The research is exclusively based on vital area of reforms of 
state level. 
The first chapter is of introductory nature. It discusses the origin of fiscal 
crisis first at the Center and then at the states in the late nineties. The chapter also 
contains the, reform agenda announced by the states. It also contains the objective of 
the study, scope, research methodology and limitations. 
India is today one of the ten fastest growing economies in the world. Despite 
several international shocks such as East Asian crisis, rise in international oil prices 
and economic sanctions, the growth momentum of economy has not been seriously 
affected. Price stability has been by and large maintained and the balance of payments 
has also been remained comfortable. 
Over the years, ihc Centre has seen a burgeoning of non-plan expenditure in 
the face of inadequate buoyancy of revenues. They have responded by resorting to 
larger and larger volumes of borrowing to finance plan expenditure, which is 
shrinking as a percentage of GDP. This process has led to steady build up of debt. 
which in turn has generated a rising interest burden. One of the crises that India faced 
in 1990-91 was the unsustainable imbalance between government revenues and 
expenditure. Revenue deficit have been fmanced by running up surpluses on the 
capital account of the budget. Such surpluses on capital account of the budget will 
prove harmful for the long run growth prospects of the economy. The steady 
deterioration in the revenue account caused enlargement of gross fiscal deficit. 
Unlike the Centre which had surpluses on revenue account in the budget till 
1978-79, the states seemed to be managing their finances relative better but in the late 
eighties they also began to run revenue deficits which led to the steady deterioration 
in the revenue account which caused increase in states gross fiscal deficit. Revenue 
deficit have been financed by running surpluses on capital account of the budget.. The 
rising fiscal deficit of the states became a matter of concern for Central govemment. 
To overcome the fiscal crisis of the states, Centre gave some bold and drastic 
measures or steps which will have to be taken on all fi'onts, if states want to come out 
of its fiscal crises. Such measures came to be known as "Fiscal Reforms Programme 
for states". 
The main cause of rising deficits of the state are interest payments increase in 
subsidies, rising wages and salaries and low return from tax and non-revenue. In the 
agenda of the reform important items are revenue augmentation, expenditure 
management, state level public sector enterprise power sector reforms and reduction 
in deficits. 
States have initiated steps to address some long-term issues in expenditure 
management, revenue mobilization, public sector undertakings reforms, 
disinvestments and investment in flows for infrastructure development, human capital 
formation, reduction in subsidies and creation of welfare state etc through the 
implementation of various measures and programmes. The main objective of the 
study are: 
1. To examine the background and to identify the major problem areas at state 
level. 
2, The over all fiscal balances of the states. 
3. Steps taken by the states for resources mobilization. 
4, To find out the ways for reducing their expenditure. 
To study fiscal measures taken by the Govemment. 
Chapter two deals with the review of literature concerning state level fiscal 
reforms in India. The important studies which were available on fiscal reforms in 
general and slate level fiscal reforms in India were reviewed and are presented in this 
chapter. 
Chapter three in our study deals about the macro level fiscal scenario at state 
level during the period 1990-91 to 2002-03. The role of state governments is very 
diversified. The Indian constitution entrusted the states with functions both expensive 
and expansive such as agriculture, irrigation, roads and buildings, rural development, 
education, medical and public health and law and order along with revenue powers 
mostly inelastic in nature. Since the advent of five year plans these expenditure 
commitments have been increasing considerably. 
Public expenditure plays a very important role in economic development. 
Public expenditure is the expenditure incurred by the public authorities that is Central 
government, state governments and local bodies for the satisfaction of collective 
needs of the citizens for the promotion of economic and social welfare. The share of 
developmental expenditure of state governments is increasing at a faster pace than the 
Central government expenditure. This amply demonstrates the crucial role played by 
the states expenditure in the Indian Union. The growth of expenditure of the states 
was to fulfill the two objectives of economic growth and economic welfare. To attain 
these two objectives not only public investment but also private investment is also 
needed. In this chapter, we proposes to highlight the main feature of trends in 
revenue, expenditure and fiscal imbalances of all states during the period 1990-91 to 
2000-03. 
The total receipts of all states were Rs. 911,5963 lakhs, which increased to 
4.66 times to Rs. 42,507632 lakhs in 2002-03. The revenue receipts of all states were 
Rs. 66,46678 lakhs in 1990-91, which increased to 4.21 times and became Rs. 
28,033,960 lakhs in 2002-03.The capital receipts was Rs. 24,69285 lakhs in 1990-91 
which went up to Rs. 14,473,402 lakhs in 2002-03. The Compound growth rate of 
total receipts of all states during the period 1990-91 to 2002-03 was 13.71 percent and 
it is buoyancy coefficient was 1.00. 
Now seeing the revenue receipts of all states the compound growth rate was 
12.37 percent and buoyancy was 0.91. Regarding the compound growth rate and 
buoyancy of capital receipts it was 17.19 percent in 1990-91 to 2002-03, and its 
buoyancy coefficient was 1.22, which was above unity. 
Tax revenue of all states showed an increasing trend. It was Rs. 44,58,630 
lakhs inl990-91 which increased by 1.5 times and became Rs. 19,879,831 lakhs in 
2002-03. As for the increase in the receipts from states own tax revenue is concerned 
it also showed an increasing trend. In 1990-91 it was Rs. 30, 34483 lakhs and in 
1995-96 it became Rs. 6386519 lakhs and further to Rs. 14,21,241299 lakhs in 2002-
03 (an increase of 4.88 times). The share of states in Central taxes increased 3.97 
times during the study period. It was Rs. 1424147 lakhs in 1990-91, which increased 
to Rs. 5665532 lakhs in 2002-03. The compoimd growth rate of tax revenue was 
13.29 percent in the period 1990-91 to 2002-03, increased to 14.20 percent during 
period 1990-91 to 1999-00 and decreased to 8.55percent during the period 2000-01 to 
2002-03. Out of it, the compound growth rate of states own tax revenue was 13.81 
percent during the period 1990-91 to 2002-03 and the buoyancy was above unity. The 
compound growth rate of states share in Central taxes was 12.13 percent in 1990-91 
to 2002-03. 
As seeing the compound growth rate of non-tax revenue its growth rate was 
10.40 percent in 1990-91 to 2000-03 that is less than the growth rate of tax revenue. 
As far as the Grants from Center are concerned the compound growth rate was 10.11 
percent in 1990-01 to 2002-03 and its buoyancy was below unity. 
Regarding the relative position of share of different taxes in rupees terms 
during the period 1990-91 to 2002-03. We can infer that taxes on conmiodities and 
services occupied the highest position. Its share was Rs. 2696,950 lakhs in 1990-91, 
which increased to high level of Rs. 12455616 lakhs in 2002-03, an increase of 4.61 
times. Out of taxes on commodities and services, sales tax occupied the highest share 
followed by excise duty. The share of sales tax was Rs. 1766703 lakhs in 1990-91, 
which increased to Rs. 8,603,779 729 lakhs in 2002-03. 
The compound growth rate of taxes on income during the period 1990-91 to 
2002-03 was 14.42 percent and buoyancy was 1.03. Out of taxes on Income the 
compound growth rate and buoyancy of agricultural income tax was negative. 
The compoimd growth rate of sales tax and excise duty was 14.25 percent and 
12.46 percent respectively. The buoyancy of sales tax was above unity and that of 
excise was below unity. The buoyancy of taxes on goods and passengers, electricity, 
entertainment tax showed the buoyancy coefficient below unity. 
Revenue expenditure of all states increased at a faster pace than increase in the 
revenue receipts of states. The total expenditure of states was Rs. 9108,805, lakhs that 
increased to 4.61 times and became Rs. 420 46217 lakhs in 2002-03. Regarding, the 
position of revenue expenditure it increased 4.67 times during the period 1990-91 to 
2002-03 and became Rs. 33545076 lakhs in 2002-03. The capital expenditure of states 
was Rs. 1931,230 lakhs in 1990-91, which increased 4.40 fold during the period and 
became Rs. 8501141 lakhs m 2002-03. The compound growth rate of total 
expenditure was 13.80 percent, while that of revenue and capital expenditure was 
14.16 percent and 12.20 percent in period 1990-91 to 2002-03 respectively. 
Both' developmental and non-developmental revenue expenditure of states 
continued to rise during the period under study. The developmental revenue 
expenditure of states was Rs. 4885471 lakhs in 1990-91, which increased to 3.69 
times and became Rs. 18058076 lakhs in 2002-03. The non-developmental revenue 
expenditure was Rs. 2213699 lakhs in 199-91, which increased 6.72 times and 
became Rs. 14,881769 lakhs in 2002-03. The compound growth rate of 
developmental revenue expenditure was 12.07 percent while that of non-
developmental revenue expenditure was 17.5 percent during the period 1990-91 
to2002-03. 
Development revenue expenditure on social services overtook the economic 
services during the period 1990-91 to 2002-03- due to reduced allocation for energy, 
industry and minerals. The compound growth rate of social services was greater than 
economic service but the buoyancy of both the expenditure was below unity. 
The non-developmental revenue expenditure was Rs. 2213699 Lakhs in 1990-
91, which went up to Rs. 5419743 Lakhs 1995-96 and then to Rs. 14881769 lakhs in 
2002-03. Out of non- developmental revenue expenditure, expenditure on interest 
payments was the fastest growing item and became Rs. 7218782 lakhs in 2002-03. 
The share of pensions also increased very fastly to 8.62 times during the study period 
and became Rs. 3100494 lakhs in 2002-03. The expenditure on administrative 
services was Rs. 701844 lakhs, which increased to 3.89 times and became Rs. 
2737116 lakhs in 2002-03. 
The compoimd growth rate of pensions was highest. It was 22.48 percent 
while that of interest payments was 18.57 percent and of administrative services was 
12.90 percent during the period 1990-91 to 2002-03. The buoyancy of interest 
payments and pensions was above unity and that of administrative services was near 
to unity, which shows that there was sigmficant, rise in these expenditures. 
Fiscal health has not improved despite whatever measures have been. A 
continuous deterioration is clearly visible. The gross fiscal deficit of states was Rs. 
1878.693 crores in 1990-91, which increased to Rs. 10212, 289 crores in 2002-03. 
Revenue deficit also increased during the period 1990-91 to 2002-03. The revenue 
deficit of state was Rs. 530897 lakhs in 1990-91, which increased to Rs 5511,116 
cores in 2002-03. 
Chapter four deals with the recent state level reforms measures taken by 
states to improve their fiscal health. States in India are interested the responsibility in 
devising and implementing polices to reduce poverty, promote human development 
and stimulate growth. The year 1991-92 was one of the toughest years for the India 
economy. All the macro economic indicators become adverse. The overall growth 
slumped to mere 1.1 percent. The gross fiscal deficit stood at 8 percent of the GDP 
and revenue deficit on the current account at 3.5 percent in 1990-91. 
The government decided to adopt in June 1991 a programme of macro-
economic stabilization, in which fiscal reform was one of the most important 
component. The slow secular deterioration in the fiscal performance over the 1980's 
and the 1990's was catalyzed into a slate level fiscal crisis by the fifth pay 
commissions pay awards in the late 1990's. 
Restructuring the tax system constituted a major component of fiscal reforms 
with the aim of augmenting revenues and removing anomalies in the tax structure. 
The main focus of reforms was on simplification and rationalization of both direct and 
Indirect taxes drawing mainly from the recommendations of the Tax Reforms 
Committee, 1991 (Chairman: Raja J Chelliah). 
Unlike tax revenue where many problems are common across taxes and their 
administrations, different non-tax revenue sources have very distinct problems. A key 
objective of the reforms process was the augmentation of non-tax revenue by way of 
enhancement of user charges and returns through government investment through 
restructure of PSUs. States have also undertaken measures to enhance non-tax 
revenues by reviewing and rationalizing the royalties payable to then, including those 
on major and minor minerals, forestry and vdld life, revision of tuition fees, medical 
fees, irrigation water rates. The issue of raismg user changes with the cost of public 
services rendered, has not been given serious consideration yet. Recognizing this 
aspect, the Medium term fiscal Reform Programmes finalized by several states have 
emphasis the cost effectiveness and raising of user charges of services rendered by 
them. 
Expenditure reforms also forms a major component of reform process initiated 
by states in four major areas. To address this issue, the states governments have come 
up with expenditure reforms in four major areas like salaries and pensions, subsidies, 
public sector enterprises reforms and interest payments but much more reforms 
remains incomplete. 
The states level Fiscal Reforms undertaken by states can be divided into 
following categories:-
FISCAL 
Fiscal Reforms at states covered tax reforms, expenditure pruning 
restructuring of public sector undertakings etc. 
Restructuring of tax system constituted a major component of fiscal reforms 
with an aim of augmenting revenues and removing anomalies in the tax structures. 
The main focus of the reforms was on simplification and rationalization of both direct 
and indirect taxes drawn mainly fi:om the recommendations of the tax reforms 
committee 1991. (Chairman: Raja J. Chelliah) 
Recognizing the need for strengthening their finances, states have initiated 
measures towards enhancement of various taxes such as land revenue, vechile tax, 
entertainment tax, betting tax, luxary tax, sales tax etc. One of the important 
components of tax reforms initiated since liberalization relate to the introduction of 
value added tax (VAT). At a meeting of the empowered committee held on June 18, 
2004, the state value added tax was implemented from April 1** 2005. The empowered 
committee of state has also come up with a White Paper on the state level value added 
tax on January 17,2005. 
INSTITUTIONAL 
States have also undertaken measures to enhance non-tax revenue by 
rationalization the royalties including those on major and minor minerals, forestry and 
wild life, revision of tuition fees and medical fees. 
States have also taken institutional measures aimed at facilitating the fiscal 
consolidation process. The need for fiscal adjustment has been well recognized. 
Interest payment is a major item of revenue expenditure. To reduce the interest burden 
of states, a Debt Swap Scheme has been formed by states. States has to swap their 
high cost Central Government loans bearing a coupon rate of 13 percent and above. 
With relatively low cost market borrowing and loans from N SSF, was put in place in 
2002-03. The process of swapping high cost debt under the scheme is complete in 
respect of 20 states. The Twelfth Finance Commission (2005-2010) has made 
recommendations on reform of states finances. Debt relief to State is conditional upon 
the enactment of Fiscal Responsibility Legislation prescribing specific annual targets 
with a view to eliminate the revenue deficit by 2008-09 and reduction in fiscal deficit 
by a path to be specified. All states are required to set up Smking Fund in public 
account for amortization of all loans and Guarantee Redemption fimds through 
earmarked guarantees fees, after risk weighting guarantees. 
SECTORAL 
States have also undertaken sectoral measures to improve their finances. 
Several states have shown interest in undertaking a comprehensive review of 
fimctioning of states public sector undertakings (SPSUs) including the closing down 
of non-viable units after providing suitable safety nets to employees including 
voluntary retirement scheme (VRS). States such as Tamil Nadu, Kerela, Haryana, 
Karanataka, Himachal Pradesh, Goa and Orissa have encouraged private sector 
participation in the transport and power generation sectors. Kamataka has come out 
with the policy paper on restructuring of state public sector undertakings (SPSUs) 
while Maharashtra has introduced a bill for restructuring of the (SPSUs). In order to 
strengthen the administrative machinery many states have initiated measures to 
computerize their records as well as their day-to-day fimctioning. 
States have also initiated measures to reform the power sector, which is crucial for the 
fiscal reforms. The main objective of these reforms was to mobilize private sector to 
resources for augmenting power generating capacity. 
The power sector reforms have assumed critical importance in recent 
years. The measures taken by the states in this regard relate to the constitution of State 
Electricity Regulatory Commission (SERCs) for determining tariff structure, 
unbundling of electricity boards and to separate entities for power generations State 
electricity Regulatory commission has been constituted in 21 states out of these 
SERCs of 15 states have issued tariff orders. The states of A.P., Delhi, Gujarat 
Haryana, Himachal Pradesh, Kamataka, Madhya Pradesh, Maharashtra, Orissa, 
Punjab, Rajasthan and Uttar Pradesh have enacted their state electricity acts. Twenty-
one states have signed Memorandum of Understanding (MOUs) with the Ministry of 
Power, Government of India to undertake reforms in time bound manner. 
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As a banker and debt manger to the state governments the RBI has taken many 
initiatives. Tjlie Reserve Bank provides a forum for state governments for discussing 
various relevant issues through its biaimual conferences on state finance secretaries. 
The RBI provides way saved means state to tide over the temporary mismatches in 
their receipts and payments. In area of market borrowings, the RBI has enhanced the 
flexibility available to the states. As per requests received from Maharashtra and 
Kerela, the bank has permitted these states to raise up to 50% of total market 
borrowings through action route during 2002-03. The RBI has also constituted a 
consolidated sinking fund (CSF 1991-200) scheme for market borrowings of states 
operation since 1999. 
Chapter five of the study deals with the study of finances of Uttar Pradesh 
during the period 1990-91 to 2002-03. Uttar Pradesh is a huge state having one-sixth 
of the population of the nation. It is situated along the foothills of the Himalayas. 
Aftev the formation of the new state named as Uttranchal on November 9, 
2000, the land area of Uttar Pradesh reduced to 240928 sq. kms. One of the causes of 
worsening finances of states of Uttar Pradesh is the growing imbalance between 
revenue and expenditure The total receipts of Uttar Pradesh was Rs. 1212,853 lakhs 
which increased to Rs. 2,782,119 lakhs, an increase of 2.29 times in span of 12 years. 
It is observed that the receipts on revenue accoimt have been increasing considerably 
than receipts on capital account. The revenue receipts of Uttar Pradesh was Rs. 
831010 lakhs in 1990-91, which rose to Rs. 4,42431,37 lakhs in 2002-03, registering 
an increase 53.25 times, while capital receipts was only Rs. 381,843 lakhs in 1990-91 
just doubled to Rs. 38,638 lakhs in 1995-96 and in 2002-03 it was Rs. 1,461, 018 
lakhs, an increase of only 3.28 times during the period. The compound growth rate of 
total receipts Uttar Pradesh during the period 1990-91 to 2002-03 was 11.11 percent 
while the buoyancy was only 0.94. The compound growth rate and buoyancy of 
revenue receipts of Uttar Pradesh during the period 1990-91 to 2002-03 was 10.09 
percent and the buoyancy coefficient was 0.85. As far as the position of capital 
receipts of Uttar Pradesh is concerned, the compound growth rate during 1990-91 to 
2002-03 was 13.43 percent which showed healthy sign of development and buoyancy 
of capital receipts was greater than one. 
The tax revenue of Uttar Pradesh was Rs. 546,777 lakh in 1990-91, which 
increased to 4.31 times in 2002-03 and become Rs. 2359868 lakhs. As far as the 
states, own tax revenue is concerned it also showed an increasing trend. It became 
almost four fold from period 1990-91 to 2002-03. The states share in Central taxes 
also showed an increasing trend and it lumped from Rs. 230, 5651akhs in 1990-91 to 
Rs. 1083178 lakhs, an increase of (4,69 times). Non-Tax revenue also showed an 
increasing trend. It was Rs. 284,233 lakhs in 1990-91, which just doubled to Rs. 422, 
251 lakhs in 2002-03. The states own non-tax revenue also showed an increasing 
trend. It inci-eased almost 2.46 times during the study period. It was rupees 77,747 
lakhs in 1990-91, which became Rs. 191349 lakhs in 2002-2003. 
Grants from Centre to the state showed a fluctuating trend. It was Rs. 206,486 
lakhs in 1990-91, which just increased to Rs. 231,286 lakhs in just a span of 5 years. 
In 2002-03 it became to Rs. 230,902 lakhs, an increase of about 1.11 times in 12 
years. The compound growth rate of tax revenue of Uttar Pradesh 13.05percent in 
1990-91 to 2002-03 and buoyancy was greater than unity. The compound growth rate 
of own tax revenue of Uttar Pradesh was 12.62 percent in 1990-91 to 2002-03, which 
decreased to 7.83 percent in 2000-01 to 2002-03. The compound growth rate of 
states' share in Central taxes was above 13 percent during the period 1990-91 to 
2002-03. But due to bifiurcation of Uttar Pradesh it fell to 7.83percent in 2000-01 to 
2002-03. The buoyancy of states non-tax revenue of Uttar Pradesh remained below 
unity during the three periods. Compound growth rate of Grants from Centre was 0.82 
percent during the period 1990-91 to 2002-03 which became negative during the two 
period that is 1990-91 to 1999-00 and 2000-01 to 2000-03. The relative shares of 
different taxes of Uttar Pradesh during the period 1990-91 to 2002-03. Taxes on 
services and taxes on property and capital transaction accounted for almost half of the 
total tax revenue. Uttar Pradesh government has commodity taxes as best source of 
income. Out of taxes on commodities and services is concerned, sales tax occupied 
the highest position followed by state excise. The own non-tax revenue of Uttar 
Pradesh was Rs. 77,747 lakhs, which increased to just 2.46 times in 2002-03 and 
became Rs.'191,349 lakhs. Out of own-non-tax revenue the major item of revenue 
was economic services, which was Rs. 19,223 lakhs that increased around 3.22 times 
and became Rs 62,033. Next item of own non-tax revenue was general services, 
which increased around 1.22 times during the period under study and became Rs. 
33,360 lakhs in 2002-03. However, one thing we note that witii tiie division of Uttar 
Pradesh in 2000, it has effected the non-tax revenue resource of the states. Uttar 
Pradesh has lost out in terms of share of forests and sources of hydel energy. 
Regarding the compound growth rate and buoyancy of own non-tax revenue during 
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the period 1990-91 to 2002-03 it was 4.79 percent and buoyancy coefficient was 0.42. 
The highest compound growth rate was observed in case of social services, which 
were 15.05 percent, and its buoyancy was greater than unity, total expenditure of 
Uttar Pradesh increased 3.43 times. The revenue expenditure has increased 3.15 while 
capital expenditure has shown an increase of 3.38 times, The compound growth rate 
of revenue expenditure is higher than compound growth rate of capital expenditure 
during the three periods, which shows that revenue expenditure of Uttar Pradesh 
account for the lion's share of expenditure in the State. The buoyancy of total, 
revenue and capital expenditure was below unity in all the periods except that of 
capital expenditure whose buoyancy coefficient became 2.20 in period 2000-01 to 
2002-03. 
The non developmental revenue expenditure of Uttar Pradesh was Rs. 327.635 
lakhs in 1990-91 which went up to Rs. 1558,269 lakhs in 2002-03 an increased of 
4.75 times. The major item of non-developmental revenue expenditure of Uttar 
Pradesh was spend on interest payments which was Rs. 146,198 lakhs in 1990-91 
which increased 5.86 times and became Rs. 856,895 lakhs in 2002-03. Next item was 
administrative services whose expenditure increased 3.08 times in 12 years span. It 
was Rs. 100, 604 lakhs in 1990-91, which increased to Rs. 309,983 lakhs in 2002-03. 
Pensions were another major item of revenues non-developmental expenditure. It 
showed a m'ajor increase in all the items of non-developmental expenditure in (7.20 
times). It was Rs. 38180 lakhs m 1999-91, which increased to Rs. 275113 lakhs in 
2002-03. The compound growth rate of non-development revenue expenditure of 
Uttar Pradesh during the period 1990-91 to 2002-03 was 14.52 percent while the 
buoyancy coefficient was more than unity. Out of non-developmental revenue 
expenditure, the compound growth rate of interest payments during the period during 
the period 2000-01 to 2002-03 was -0.35 percent and buoyancy became negative. The 
compound growth of administrative services was 11.35 percent during the period 
1990-91 to 2002-03 and the buoyancy rate was less than unity. 
The compound growth rate and buoyancy of pensions was 21.98 percent and 
1.76 respectively during the period 1990-91 to 2002-03. 
The major fiscal Indicators of Uttar Pradesh are gross fiscal deficit, revenue 
deficit and primary deficit showed a very alarming trend during the period 1990-91 to 
2002-03. Table 5.31 presents the gross fiscal deficit, revenue deficit and primary 
deficit of Uttar Pradesh in rupees as well as ratio in GSDP. From the Table 5.31 we 
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can see that gross fiscal deficit of Uttar Pradesh was Rs. 306,755 crores in 1990-91 
which increased at an alarming rate of Rs. 959, 688 crores in 2002-03. The Gross 
fiscal deficit as ratio to QSD? is concerned 5.43 percent in 1990-91 reached a peak 
level of 7.56 percent in 1998-99. After that it showed a declining trend and decreased 
to 4.53 percent in 2002-03. 
The revenue deficit also showed an upward trend during the 1990's. It was Rs. 
122,826 crores in 1990-91, which increased to Rs. 618,180 crores in 2002-03. The 
revenue deficit, GSDP ratio of Uttar Pradesh through showed moderate increase 
during the early 1990's has shown steep rise especially during 1998-99, in which the 
ratio turned out to be 5.65percent. After 1998-99 it declined moderately to 
2.28percent in 2001-02 and then to 2.44percent in 2002-03. 
The primary deficit of Uttar Pradesh showed fluctuating trend. In 1990-91 it 
was Rs. 160>557 crores which decreased to Rs; 64,141 crores in 1995-96 and then to 
Rs. 35.269 crores in 2001-02. In 2002-03 it again increased to Rs. 92,793 crores. As 
ratio in GSDP is concerned it was 2.84percent in 1990-91, which decreased to 
0.44percent in 2002-03. 
Chapter six deals with the sununary and conclusion of the whole discussions. 
The suggestions are also mentioned to improved the fiscal position of states. The main 
conclusion are that emerges for our study are as flows: 
The total receipts of all states showed an increasuig trend during the period 
1990-91 to 2002-03 which is a good sign. It also shows that the performance of the 
government is better in realizing the receipts. In rupees terms the revenue receipts 
increased at a faster than the capital receipts. 
1. The tax revenue of states showed a faster rate of growth compared to the 
non-tax revenue of states during the study period. The compound growth 
rate and buoyancy coefficient of tax revenue is greater than non-tax 
revenue. 
2. Taxes on commodities and services occupied the highest position. Out of 
it, sales tax occupied the highest position. Sales tax predominate the 
profile of tax revenue, its relative importance has increased. The CGR and 
buoyancy of sales tax is high. There is marginal improvement in the share 
of stamp duties and registration fees. Its buoyancy was above unity in all 
the three sub periods. 
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3. The major sources of state own non-tax revenue was economic services. 
Collection from the non-tax revenue from social services has been low. 
4. The developmental revenue expenditure of states continues to rise during 
the period under study and it increased 3.69 times while Capital 
expenditure increased 6.72 times. The CGR of development revenue 
e?cpenditure was 12.07 percent while that of non-development revenue 
expenditure was 17.5 percent during the period 1990-91 to 2002-03. 
5. Non-Developmental revenue expenditure also increased at a faster pace 
than developmental revenue expenditure. Out non-developmental Revenue 
expenditure the expenditure on interest payments was fastest growing 
item, followed by administrative services and pensions. 
6. After a detailed study of fiscal reforms taken by fourteen major state of 
India, we find that high income states like Maharashtra and Tamil Nadu 
started the tlrst phase of reforms in early 1990. Lately, it was followed by 
other state like Kamataka, Haiyana, Madhaya Pradesh, Uttar Pradesh and 
Orrisa. The rapid pace of reforms in all states in area of Tiscal, institutional 
and sectoral was started in late 1990's. 
7. The assessment of the entire fiscal reform process in the states reflects that 
government has failed to honour its own conmiitments from time to time 
and also shows utter disregard for certain Constitutional provisions. The 
non-transparences in the utilization of funds are all too obvious. So a more 
enactment of acts and legislation is not enough to put the glorious 
economy on the path of economic development. 
8. The total receipts of Uttar-Pradesh were Rs. 1212,853 Lakhs, which 
increased to Rupees 2,7882119 Lakhs, an increase of 2.29 times in span of 
12 years. It is observed that the receipts on revenue account have been 
increased considerably than receipts on capital account. 
9. In rupees tenns the revenue receipts of Uttar-Pradesh increased at a faster 
rate than the capital receipts. The CGR of revenue receipts is less than that 
of capital receipts during the period 1990-91 to 2002-03. The buoyancy of 
revenue receipts is less than one while that of capital receipts is greater 
than one, which is healthy sign of development. 
10. As for the relative share of different taxes is concerned, Uttar Pradesh 
government has found conraiodity taxes as a best source of income. The 
13 
share of the state in the Union excise duties has also become an important 
source of revenue to Uttar Pradesh. It occupied the second place followed 
by sales tax. The compound growth rate was highest of excise duty 
(11.42%), of sales tax (7.90%) and stamps and registration fees (14.12%) 
in the period 1990-91 to 2002-03. 
11. In rupees terms own non-tax revenue of Uttar Pradesh showed an 
increasing trend. Out of major items of own-non-tax revenue the share of 
economic services was highest. Rate revisions led to the gains in the 
royalties from minerals in the recent years. The own non-tax revenue from 
forestry and wildlife has declined significantly. Firstiy, due to Supreme 
Court decision linking to the felling of trees to scientific management of 
forests. Secondly, due to the partitions of UP more forests were in 
Uttranchal and the remaining forests in Uttar Pradesh are likely to 
contribute a very small amoimt. 
12. The overall analysis shows that the total, revenue and capital expenditure 
of Uttar Pradesh showed an increasing trend during the period under study. 
The revenue expenditure increase was more than the capital expenditure. 
13. The major fiscal indicators of Uttar-Pradesh that is gross fiscal deficit, 
revenue deficit and primary deficit showed a very alarming trend. The 
gross fiscal deficit of Uttar-Pradesh was highest followed by revenue 
deficit and primary deficit. The main cause of such deterioration was due 
to the salary revision of fourth and fifth Central Pay Commission. 
14. An evaluation of the power sector reforms of Uttar-Pradesh reveal that 
even the state has adopted reforms in the last few year but has not adhered 
to the recommendations of most of the committees and commissions and 
the fmancial targets Imd down in various documents have not been 
achieved. Though Uttar-Pradesh has implemented several reforms in 
power sector but no improvement is seen. 
15. The assessment of the entire fiscal reform effort of the states reveals that 
the government is seized of the seriousness of the situation, admits the 
gj-avity of consequences but lacks the grit and determination to implant 
certain hard decisions for fiscal restructuring. The government is very 
caught up in the web of populist policies and succumbs readily to political 
pressure against certain unpopular decisions for attaining fiscal stability. 
The success of the fiscal reform programme depends only on the 
administrative competence and political will of the government towards 
achieving long terms fiscal consolidation and restoration of fiscal balances 
in the states. 
I'ollowing are the suggestions that are recommended by our study to improve the 
fiscal performance of states. 
1. Simplification and rational allocation of the States tax systems must 
receive unmediated attention to make them both growth response .The 
most important item calling for immediate attention is the simplification 
and rationalization of the states sales tax systems. 
2. Reforms of tiie transfer system should be accompanied by a widening of 
the tax powers of the states and review of the system where by large 
responsibilities are cast on them with out regard for the consequences on 
their expenditure budget. 
3. Containment of emoluments: - The longer term solution to the problem of 
burgeoning salary lies in observing the principle that government is 
basically meant to provide administrative, social and economic 
infrastructure and not employment person. Its not possible to reduce the 
total number of employees with out undertaking harsh measures like 
retrenchment. By simply putting a freeze on fresh recruitment in the state 
governments and aided institutions for the next three years. As about 3 
percent of the employees super anuate every year, this measure in the 
course of the next five years result in the savings of about 10 to 15 percent 
of the expenditures. 
4. In case of SEBs, the generation of electricity can be privatized. The state 
governments must continue the activities of transmission and distribution. 
The decentralization of these functions thorough proper public agencies 
can help in the more effective and economic transmission and distribution 
function. 
5. It would be better to determine the share of the states in aggregate Central 
taxes rather than as a percentage of two specified taxes. This would require 
Constitutional amendment and discussed in detail by all the concerned 
parties. 
6. Expenditure management policy in state level should be achieved properly 
to cut down non-productive expenditure. 
7. States should impose agricultural tax in lump sum amount on the value of 
output in a year. 
8. Some sort of a 'government expenditure vigilance committee' should be 
set up to monitor public expenditure. 
9. I^  is important to levy economic rates on irrigation, water and electricity 
sold to farmers. Similarly proper fees for post secondary education and 
economic rates of user charge for water supply, urban transport and power 
must be levied. 
10. Duplication of allotment of budget for a particular item should be strictly 
done away with. 
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PREFACE 
Fiscal consolidation has been high among the reform priorities of the 
government. The year 1991-92 was the toughest years for the Indian Economy. All 
the macro economic indicators became adverse. The overall growth shaped to mere 
1.1 percent. The gross fiscal deficit stood at 8 percent of GDP and revenue deficit on 
the ciiircnl uccouiU ul 3.5 percent in 1990-91. 
The government decided to adopt In June 1991 a programme of macro-
economic stabilization to restore viability of fiscal balances and the balance of 
payments and to contain prices. At the same time it took a far-reaching programme of 
structural reforms involving bold initiatives in external trade, exchange rate and 
industrial policy etc. Out of them one of the important components of the reform was 
'Fiscal Reforms'. 
Fiscal reform process in the country was started by giving more emphasis on 
the Central level reforms. The measures to restructure the fiscal systems of Center 
through reduction in two tax rates in which state governments has substantial share, 
the reliance on market borrowings, the upward trend on interest rates has a serious 
effect on state government finances. Growing revenue expenditure particularly wages 
and salaries and pensions, burden of interest payments, losses of public sector 
enterprises, particularly power utilities, declining Central transfers as a proportion of 
GDP and inappropriate user charges have contributed in large measures to this 
deterioration. The cumulative effect of the above measures has been the state 
government resources have been under considerable stress. This in turn necessitated 
the state governments to introduce reforms at state level, which came known "State 
Level Fiscal Reforms". 
A number of initiatives have been taken by the Center and the states to remedy 
the situation which include measures like enhancement of sales tax through 
replacement of VAT, introduction of professional tax of goverrunent, debt swap 
scheme, increase of user charges, lowering of interest on Central loans to states, 
setting up of software technology parks, export promotional parks etc. 
The Central government has been taking proactive steps to encourage state 
level fiscal reforms through provision of incentives. Based on the recommendations of 
xm 
the Eleventh finance Commission, the Centre initiated a 'State fiscal reforms facility 
(2000-01 to 2004-05). Under this facility, medium term fiscal reform programmes 
(MTFRPs) are drawn by the states encompassing fiscal and power sector reforms. 
The present study gives a picture of State level fiscal Reforms in India carried 
since 1990-91. We have studied the finances of All States (combined) during the 
period 1990-91 to 2002-03. Uttar Pradesh is studied as a separate state because it is 
our parent state. The finances of Uttar Pradesh are studied separately. We have also 
studied fiscal reforms initiatives taken by the fourteen major states of India. The study 
contains six chapters. The research is exclusively based on vital area of reforms of 
state level. 
The first chapter is of introductory nature. It discusses the origin of fiscal crisis 
first at the Center and then at the states in the late nineties. The chapter also contains 
the reform agenda announced by the states. It also contains the objective of the study, 
scope, research methodology and limitations. 
The second chapter deals with review of literature. The literature concerning 
state level fiscal reforms are divided in to the two sections. One is concerned with 
post reform and other is concerned with the pre-reform literature. 
The third chapter contains the trends analysis of finances of All states 
(combined) during the period 1990-91 to 2002-03. The trends of revenue, expenditure 
and deficits are analyzed in rupees terms; percentage terms, ratio in GSDP and per 
capita. The compound growth rate and buoyancy have also been calculated. 
The fourth chapter highlights the recent reform measures at state level. It 
contains the background of the fiscal reforms measures and factors that led to fiscal 
reforms of states. The reforms measures taken by the states are divided into three 
categories: fiscal, institutional and sectoral. The reform measures suggested by 
Reserve Bank of India and Center are also discussed. 
The fifth chapter contains the study of states finances of Uttar Pradesh during 
the period 1990-91 to 2002-03. The trends of revenue, expenditure and deficits are 
also analyzed. 
Main findings of the study and suggestions are given the sixth chapter. 
xiv 
CHAPTER 1 
STATE LEVEL FISCAL REFORMS IN INDIA 
INTRODUCTION 
India is today one of the ten fastest growing economies in the world. Despite 
several international shocks such as East Asian crisis, rise in international oil prices 
and economic sanctions, the growth momentum of economy has not been seriously 
affected. Price stability has been by and large maintained and the balance of payments 
has also beeh remained comfortable. 
Over the years, the Centre has seen a burgeoning of non-plan expenditure in 
the face of inadequate buoyancy of revenues. They have responded by resorting to 
larger and larger volumes of borrowing to finance plan expenditure, which is 
shrinking as a percentage of GDP. This process has led to steady build up of debt, 
which in turn has generated a rising uiterest burden. One of the crises that India faced 
in 1990-91 was the unsustainable imbalance between government revenues and 
expenditure. Revenue deficit have been financed by running up surpluses on the 
capital account of the budget. Such surpluses on capital account of the budget will 
prove harmful for the long run growth prospects of the economy. The steady 
deterioration in the revenue accoimt caused enlargement of gross fiscal deficit. 
Prior to 1991, budget deficits generally meant revenue deficits and the overall 
deficits. The term "Fiscal Deficit" entered the terminology of fiscal management of 
the country as a prominent line since 1991-92 budgets. 
The fiscal reform process in India initiated since 1991 has a strong under 
pirming in the goals of macro economic stabilization and growth. The attempt to 
regain control on macro-economic situation through fiscal adjustment has been a 
global phenomenon since the beginning of 1980's as this period unfolded for many 
developing countries the events of internal and external debt, high rate of mflation and 
major declaration in growth performance. The global context in which India was 
placed and the expediency of the situation in 1991 was the two most inunediate 
factors, whidh led to the introduction of comprehensive set of reform measures in the 
hidian economy. The process of fiscal adjustment launched in 1991 as part of 
structural adjustment programme placed strong emphasis on reducing fiscal deficit of 
the Centre. Budget deficit of the Central government became a matter of serious 
concern for Indian policy makers. 
The precarious fiscal position of the Centre called for bold and decisive policy 
measures to reduce fiscal deficit of the Centre. 
Since 1991, Centre has carried out number of measures of tax reforms as part 
of the ongoing economic reforms. The overall impact of these reforms on the Central 
government finances has not been quite encouraging. The tax GDP ratio of the 
Centre, which as reached a level of higher than 11 percent in the late eighties, has 
come down below 10 percent in the recent years. But Center's effort to contain its 
deficit led to fiscal deficit to remain below 6 percent. Subsidies have been cut and 
monetized deficit has been virtually declined. 
With the deterioration of state finances, Centre became concerned over states 
and leads a helping hand to states in overcoming their fiscal deficit. 
In the recent years, the deterioration in state finances has become a problem of 
great concern as it has caused severe erosion in the budget support for development 
and led to large borrowings even to meet current expenditure, mainly salaries to 
employees and interest payments. 
The scenario is not indeed bleak for the reform agenda at the state level 
without which the state finances could not improve nor would state governments be 
able to deliver basic services to the people. States are not even able to maintain 
existing public assets, yet alone creating new facilities and expanding infrastructure 
on the required scale. 
Unlike the Centre which had surpluses on revenue account in the budget till 
1978-79, the states seemed to be managing their finances relative better but in the late 
eighties they also began to run revenue deficits which led to the steady deterioration 
in the revenue account which caused increase in states gross fiscal deficit. Revenue 
deficit have been financed by running surpluses on capital account of the budget.. The 
rising fiscal deficit of the states became a matter of concern for Central government. 
To overcome the fiscal crisis of the states, Centre gave some bold and drastic 
measures or steps which will have to be taken on all fironts, if states want to come out 
of its fiscal crises. Such measures came to be known as "Fiscal Reforms Programme 
for states". 
"Failure to contain wastefiil expenditure and reluctance to raise additional 
revenues on the part of the states government" is the two most common problems 
afflicting most of the state finances (Kurian, N.J, 1999). With the era of fi-equent 
elections and competitive populism practiced by different political parties aspiring for 
power, the regime of responsible public finance has become extremely difficult. 
There are some parts of government expenditure that are genuinely not 
reducible. Interest payments on past debt are contractual and its share has continually 
increased in total expenditure of state governments. The interest rate policy reforms 
and consequent deregulation of interest rates resulted in the sharp increase in the rate 
of interest of government borrowings. Secondly, the states increasing dependence on 
market borrowing due to the decline in loans and advances from the Central 
government is also added to further strain. The combined interest liability of Centre 
and states account for over 7percent of GDP as compared to just 3 percent in eighties. 
However, the major obstacles to the reduction of government spending have 
been the enormous amount spent on subsidies. One needs to include under the head 
'subsidies' not only the explicit subsidies that are reported in budget papers but also 
implicit subsidies. Subsidies on non-merit goods and services arc less defensible and 
are more than five times on merit goods. The largest amount of subsidies, on non-
merit goods is being provided to industry and agriculture. 
In addition to these subsidies there exist a large number of schemes of direct 
transfer payments intended to benefit various vulnerable sections of community in 
each of the state. Important scheme include imemployment benefits, pensions for the 
old widows,^  agricultural workers and the disabled, various nutrition schemes for the 
children and subsidizatioh of food grains. 
"The major reason for the spectacular growth of government expenditure is 
the increase in wages and salaries. The increase in wages and salaries at the state level 
is due to the phenomenal increase in employment in states government schools, aided 
institutions and local bodies. In the aftermath of the implementation of FifUi Pay 
Commission the states have come to grief "(Rao, M.Govinda,1992). 
A number of new programmes under the Five-year plans are taken up year 
after year even when the existing projects and programmes cannot be adequately 
funded due to shortage of resources. The employment of larger number of 
functionaries by various line agencies implementing each of the Centrally sponsored 
schemes at village, block and district levels instead of having a smaller number of 
adequate multipurpose projects with adequate work assignment is another reason for 
the high growth of state governments employment. 
In recent times, it is felt that there is a severe need to improve the law and 
order situation in many parts of the country and therefore a need for the higher growth 
of employment connected with the maintenance of law and order. 
Expenditure on wages and salaries has a strong complementarily with 
spending on goods and services. The higher amount of government spending on 
goods and services particularly on items like office space, transport and 
communications, stationery and printing, etc. 
The tax revenues of states have registered a fairly rapid growth. However, 
there are some features of tax policy in the states, which are positive hindaries to 
faster economic growth. Therefore, complication and rationalization of states tax 
system especially the sales tax system and stamp duty and registration fees. 
The non-tax revenues in total revenue receipts of the states have been low 
declining oVcr the years. The reluctance to IcVy proper user charges on social and 
economic services like higher education, irrigation electricity etc had declining 
returns from department and non departmental commercial enterprises like State 
Electricity Boards (SEBs) and State Road Transport Corporations (SRTCS) has 
continued to be matter of serious concern. The power performance of power utilities 
is poor due to operating efficiency, lopsided tariff structure, and high transmission and 
distribution losses. 
Returns from road transport are poor due to unrealistic fare structure, low 
operational efficiency due to high staff bus ratio, poor fleet maintenance and 
utilization, low load factor and multiplications of socially oriented concessions. 
The fiscal deficits of all states crossed 4 percent in 1998-99 and touched a 
peak, rate of 4.9% in 1999-2000. The gross fiscal deficit for year 2002-2003 was 4.26 
percent of GSDP. 
Public sector deficit (Centre and states) crossed the 10 percent of GDP and 
this has become an area of concern to mtemational credit institutions. Fiscal 
restructuring has been given primacy in the reforms, they have been urging in India 
besides many other developing countries. 
The dangers that fiscal imbalance pose have been well recognized. The 
government's Economic Survey, as well as the Annual Reports of Reserve Bank of 
India has given warning bells for the last many years. Even the budgets presented by 
the Finance Minister have recognized the need for fiscal prudence. 
Most states are in critical situation and are using plan funds for payment of salaries. 
With negative contribution from budget state plans, state governments have been 
borrowing more and more to finance non-plan revenue expenditure rather then plan 
expenditure. If reckless borrowing is not kept in check the Planning Commission 
warns some states may be forced to declare financial emergency in the Tenth plan. 
Fiscal reforms at state level are important for the states as they raises about 35 
percent of total Central and state revenues and account for about 53 percent of total 
revenue expenditure. 
The Centre is simply not in a position to bail out any state for it is borrowing 
heavily to meet the massive gaps in revenue expenditures which have resulted in 
reduced levels of capital standing. Like the Centre, the states borrow fi-om the market 
as agreed before hand with the Reserve Bank of India and with increasing borrowing 
and larger interest payments out go the fiscal position of the states can hardly improve 
v^ dthout bold and drastic measures such as levy of user charges for all services like 
power, irrigation, transport water etc, widening of tax base, closing of all loss making 
enterprises, icut in non merit subsidies, privatization of basic and infitistnicture 
services, strong focus on human capital and downsizing Of the administration. 
Centre state fiscal relations are governed by the devolution to states to taxes 
collected by the Centre on the basic of formula worked out by the Finance 
Commission. Till recently, only personal income tax and Union Excise duty were 
sharable with states in ratio as proposed by the Finance Conunission. 
The Tenth Finance Commission (1995-2000) has proposed that all taxes direct 
and indirect levied by the Centre should be shared with states so that the states get at 
least 29 percent of total tax receipts of the Centre. 
The Eleventh Finance Conrniission (EFC) whose reconmiendations take effect 
from 2000-01 has recommended a significantly higher level of Grants-in-Aid to 
defipit states under Article 275 (1) of the Constitution. 
To improve the fiscal performance of states and incentive of fiscal discipline 
11'*' Finance Commission in its supplementary report has suggested a 'Monitorable 
Fiscal Reforms Programmes' for all the states. In its supplementary report the 
majority view has recommended that 15% of the revenue deficit grants meant for 15 
states during 2000-05 and matching contribution by Central government be credited 
to Incentive Fund from which fiscal performance based grants should be made 
available to all states. The total amount of fund comprising both parts is 
recommended at Rs. 10607.72 crore for a five year period from 2000-01 to 2004-05 to 
be apportioned at the rate of Rs. 2121.54 crore per annum. 
Other recommendations included that sei-vices should be brought under 
taxation and services tax should be included in concurrent list, suggestion to modify 
the limits of profession tax and set up pay commission on the advice of states (not 
necessarily after 10 years). 
The Grants-in-Aid would be of the order of Rs. 35,359 crore for five years for 
states (15), which will have deficits even after the devolution of Central tax revenues. 
Both^  11* Finance Commission and Planning Commission have laid out the 
fiscal reforms for the Centre and the states by which there should be no revenue 
deficit at the state level while it would be only 10 percent of GDP at the Centre in 
2004-05. 
In pursuance of the provisions of Article 280 of the Constitution of India the 
Twelfth Finance Commission has been constituted with Dr. C. Rangarajan, as 
chairman. The commission submitted its report on November 30,2004 covering the 
period 2005-10. The recommendations of the Commission include a plan for 
restructuring of public finances of the Centre and the states through improvement in 
revenue mobili2ation and bringing down debt levels, and through enactment of fiscal 
responsibility' legislation by states. The Commission recommended debt relief to 
states linked to fiscal reform, doing away with the present system of Central 
assistance to state plans in the form of grants and loans and transfer of external 
assistance to states on the same terms and conditions as attached to such assistance by 
external funding agencies. The TFC raised the share of states in shareable Central 
luxes from 29.5 percent to 30.5 percent, Total transfers to states recommended by the 
TFC amount to Rs.755752 crore over the five years period, 2005-10. Of this, transfer 
by way of share in Central taxes and Grant-in-Aid amount to Rs. 613112 crore and 
Rs. 142640 crore, respectively. The total transfers recommended by the TFC be higher 
by 73.8 percent over those recommended by the Eleventh Finance Commission 
(EFC). Within the total transfers, while the share in Central taxes is higher by 62.9 
percent Grahts -in-Aid recommended by the TFC are higher by 143.5 percent over 
those recommended by the EFC. The details of the recommendations given by 
Twelfth Finance Commission are given m Appendix Table Al. 1. 
States have initiated steps to address some long-term issues in expenditure 
management, revenue mobilization, public sector undertakings reforms. 
disinvestments and investment in flows for infrastructure development, human capital 
fonnation, reduction in, subsidies and creation of welfare state etc through the 
implementation of various measures and programmes. 
For managing the debt of all states, government with exception of Jammu and 
Kashmir and Sikkim have entered into agreements with R.B.I. The reorganization of 
states like Bihar, M.P. and U.P. the new states i.e. Jharkand, Chattisgarh and 
Uttranchal have also entered into agreements with the R.B.I. The Ways and Means 
Advances limits (WMA) for the state government made effective from March 1,1990. 
The Consolidated Sinking Fund (CSF) was set up in 1999-2000 to meet redemption of 
market loans to state governments. Each state government has to contribute 1 to 3 
percent of its outstanding market loans each year to the fund. 
Many state like Gujarat, Kamataka, Sikkim and West Bengal has unposed 
ceilings on guarantees. In order to address the growing debt burden of states and to 
supplement the efforts of states in the direction of evolving their medium term fiscal 
reform programme (MTFRP), a debt swap scheme facilitated by the government of 
India has been formulated. This scheme is focused on liquidating high cost loans 
given by government of India to the states. States have agreed to the revised Debt 
Swap scheme wherein 20 percent of net small saving proceeds releasable from 
September 2002 are envisaged to be utilized for enabling states to pre-pay high cost 
Government of India loans and advances through allocation of additional market 
borrowings. 
States have continued to undertake steps to provide an enabling environment 
for inflow of private investment into infrastructure sectors. Andhra Pradesh has 
sought to a create a Road Development Corporation while Punjab and Kamataka 
would set up an Infrastructure Development and Finance Corporation. In respect of 
urban infrastructure, Bangalore City Municipal Corporation floated bonds for 
improving roads, drains, lighting etc. Initiatives pertaining to strengthening agro-
processing infrastructure for providing an outlet for surplus agriculture produce. 
Exportware housing corporations along with CONWARE, Agro Industries 
Corporation have been set up in Punjab. Several states like Tamil Nadu, Kerela, 
Haryana Kamataka, Himachal Pradesh and Goa have encouraged private participation 
in transport and power sectors. 
Science with focus on information technology has received a boost by several 
states for setting up of software parks, information technology parks / Institutes in 
Punjab, Uttar Pradesh, Haryana Gujarat, Tamil Nadu, and Andhra Pradesh. Uttar 
Pradesh seeks to setup an electronic town. Andhra Pradesh has setup the Indian 
Institute of Information Technology with participation of companies such as IBM, 
Microsoft etc. Government of Uttar Pradesh is planning to establish software 
technology parks in six districts so, that the staite may be recognized in the world for 
information technology. These parks shall be opened at Lucknow, Allahabad, 
Varanasi, Noida, Agra and Kanpur. 
Himachal Pradesh has decided to confer the status of the Industry to all 
information technology projects in order to promote the fixture growth and expansion 
of this sector while the information technology policy of Haryana provides incentives 
in the shapes of preferential allotment of land, uncomipted power supply and priority 
in term lending etc. 
With the recommendations of the 11* Finance Commission. Incentive fimd is 
setup by Centre. The fijnd would provide incentive for states to implement fiscal 
reforms prqgranmies. The amount fi-om the incentive fimd will be available to a state 
in proportion to the level of performance in the implementation of the monitorable 
fiscal reforms progrmame in each year. 
The Centre is exerting pressure on states to enter in Memorandum of 
Understanding (MOUs) which links assistance to progress with reforms. This 
Memorandum of Understanding was signed by 11 states in 1999-2000. The assistance 
is apparently in form of advance release of fiinds, which would have been available to 
these states in the course of the year under the dispensation of the Plarming 
Commission and the Finance Commission. 
International financial institutions like World Bank and Asian Development 
Bank have focused on state level reforms and extended loans to state undertaking 
economic restructuring programmes. The World Bank is assisting Andhra Pradesh, 
Uttar Pradesh and Karnataka. The Asian Development Bank has similar programmes 
witli Gujarat and Madhya Pradesh. 
The World Bank has suggested tax on agricultural income and land reduction, 
indiscretionary subsidies, introduction of VAT and improving cost recovery 
particularly in power and irrigation sectors, increased social sector and infrastructure 
spending, empowerment of poor through participation, consolidation of welfare 
programmes, downsizing and upgrading the civil service should form a part of state 
level fiscal reforms. 
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According to World Bank the most marked deterioration is witnessed in Uttar 
Pradesh where fiscal deficit rose from 4.5% of GSDP in 1993-94 to 8.6% in 1997-98, 
followed by Bihar and Orissa. 
According to Word Bank the persistent of high fiscal deficits is a major threat 
to macro economic stability and for growth of the economy. 
State government finances are generally under stress, the positive features 
have been the continued thrust on fiscal reforms. The steps taken by states to reverse 
the rising fi!inds of fiscal deficits should be fiirther intensified. State governments 
should think and act accordingly that they are not only committed to people of state in 
a democratic setup but they are also the custodians of future generations. 
1.1 AGENDA OF FISCAL REFORMS: 
In the agenda of fiscal reforms following are the important items; -
1.1.1 Revenue Augmentation Measures: - In the agenda of fiscal reforms revenue 
augmentation is one of the important items. For better resource mobilization focus 
should be on efficient utili2ation of existing resources through simplification and 
rationalization of tax structure, better enforcement, tax compliance and review of 
users charges particularly power, water transport etc by factoring into the variability 
of input costs. 
The major source of states revenue is sales tax. Introduction of Value Added 
Tax is expected to increases revenue buoyancy as the coverage expands to value 
addition at all stages of production and distribution chain; At a meeting of the Finance 
Ministers of all states and Union territories on January 17, 2003, states and union 
territories again retreated their firm commitment to introduce VAT fi-om 1 April 2003. 
The progress towards it was made and it was replaced by VAT on April 2005. 
In view of the apprehensions expressed by a large number of states about 
revenue losses in the initial years of introduction of VAT, an assurance was given to 
the states that the Government of India would compensate the states to the extent of 
lOOpercent of revenue losses in the first year (2003-04), 75percent of the loss in the 
second year (2004-05) and 50percent of the loss in the third year (2005-06). 
Users charges should be rationalized to attract fimds from the debt market 
through boncls and debentures. Interest on the consumers should be protected through 
regulatory bodies as envisaged in the telecommunication and power regulatory 
authorities. Users charges should be index limited to input costs and process of 
periodic revision should become automatic. Resource mobilization for infi^tructure 
development through market bonds and utilization of fluids through effective contract 
system should be extended to all developmental activities. 
The levy of users charges and existing rates are the normal instrument of 
policy suggested by the inherent of the human capital theory it is argued that by 
raising users charges, the quantum of funds available for investment in this sector 
would in case which in turn would led to better provision of services. 
1.1.2 Expenditure Management: - Beside revenue, raising measures another 
important item of the reform ^enda is expenditure austerity, efficient spendmg and 
proper expenditure management which is of great importance to improve the quality 
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of expenditure. For assessment of the quality of expenditure restructuring, certain 
performance indicators have to be identified. Several states have proposed to conserve 
resources by compressing non-plan expenditure. Along with the economy measures 
such as freeie on non-essential recruitment, reviewing manpower requirements and to 
cut in establishment expenses are also done. Efforts are underway to review the 
organizational structure of major departments to active rationalization, efficiency and 
economy. Some states aim to undertake a comprehensive rationalization of posts and 
introduce appropriate voluntary retirement scheme (VRS) in the coming years. Zero-
based budgeting may be adopted in order to contain expenditure. The state 
government of Maharashtra and Madhya Pradesh is conscious of the impact of 
impending wage revisions on state finances. The states government of Maharashtra 
and Madhya Pradesh has decided that in future all teachers in primary and secondary 
schools will be recruited by the panchayats and not by the state governments. The 
salary of the teachers will also be paid by the panchayats and their wages will be 
lower than the state governments. Management of medical colleges and district 
hospitals in the states will be managed by registered societies. The composition of 
government expenditure should be restructured in favour of priority areas like 
education, primary health care, water supply, sanitation and infrastructure like roads 
and bridges, expenditure on salaries, pensions, interest payments and subsidies should 
be restrictedly controlled and monitored. Since the recommendations of the Fifth 
Central pay commission have a bearing on the states in terms of reference of salary 
and allowances should bear relationship with the revenue expenditure of the states, 
the adoption of such recommendations should be evaluated independently by an 
expert committee. As large share of pensions goes to the defence sector, as suitable 
schemes to dbsorb the retirees from the armed forces in other government departments 
may be devised. 
Public private parUiership may cover the areas of higher education, technical 
education, power distribution, civic amenities like distribution of drinking water, 
collection and disposal of garbage. This approach should be adopted with care 
keeping in view the interests of the vuhierable sections of the society. 
Some states have tried to introduce the concept of zero based budgeting in coming 
years. 
1.1.3 State level Public Sector Enterprises Reforms: - It also an important item of 
the agenda of fiscal reforms. Even among public enterprises that are making profits. 
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many are inefficiently run and are overstaffed. Some are subject to political 
interference in India, the financial health and management of public sector 
undertaking has been a cause of concern in the last few years. Many states have 
proposed to restructure their public sector undertakings in order to make them 
profitable and competitive entities. To address this issue, Karnataka has come out with 
a policy paper on restructuring of public sector undertakings, while Maharashtra 
introduced a bill for setting up a Board for restructuring of the public sector 
undertakings. In order to restore the fmancial viability of electricity Boards some 
states have signed Memorandum of Understanding with the Central Government for 
reforming power sector. Several States have set up SERC (State Electricity 
Regulatory Commissions) in order to determine electricity tariff in rational manner. In 
this direction, an important development in recent times has been a constitution of 
State Development Council in U.P. vrith leading industrialist as its members. The 
leading industrialists announced ambitions projects in areas of power, health and 
housing which will lead to increase in infi^tructure facilities.. 
On this issue one extreme view is that there should be complete privatization 
and the government should get out of the production of all private goods except for 
strategic sectors. But mstead on the questioil whether there should be wholesale 
privatization we should agree the financial burden on the government. Following 
menu of suggested reform in this sector may be (a) Sell or close down loss making 
public enterprises producing all non-strategic private goods in phased manner or (b) 
Private shareholding should brought into profit making public enterprises. For 
bringing private sector equity into public enterprises and reducing the government 
stake involves disinvestments as well as issue of new equity. 
1.1.4 Power Sector Refonns: - Power sector reforms also forms the crucial part of 
reform agenda of states. The main objective of these reforms was to mobilize private 
sector resources for augmenting power generating capacity. 
Power is one of the basic factors of economic progress and prosperity. Power 
makes people powerful both culturally and economically. This needs political thrust 
with a political agenda. At the same time encouragement to private sector 
participation makes state electricity boards strong financially sound and viable 
ensures provision of quality power. 
Power generation of all states is facing a number of problems. Following are 
the major problems: 
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(i). Shortage: - According to the Union Ministry of power only 53.77percent gf the 
target for the Eighth plan was achieved and during the Ninth plan only about 
SOpercent of the projected 40, 256 MW was added. It is pity that even by the second 
year of the current Tenth year plan we have provided an additional capacity of only 
2958 MW as against the Tenth plan target of 41,000 MW. 
(ii) Transmission and Distribution (T and D losses):- T and D losses have been rated 
around 25 percent but where actually it vary between 40-50percent. The annual loss 
of power in transmission is worked out to be around Rs. 20,000 crores. 
(iii) Poor financial health of state electricity board (SEBs): - The financial 
performance of SEBs is deteriorating continuously and most of them have become 
financially sick. Commercial losses of state power sector are estimated to be about 25, 
0000 crores in 1999-2000. 
(iv) Power subsidies have become routine political instruments particularly in 
agricultural states, which have become a major cause of fiscal crises in number of 
State Electricity Board. The hidden gross subsidy of these sectors has increases from 
Rs 7449 crores to Rs. 34,428 crores between 1991-92 to 2000-01. 
The power sector reforms have assumed critical importance in recent years. 
The measures taken by the states in this regard related to the constitution of State 
Electricity Regulatory Commissions (SERCs) for determining tariff structure, 
unbundling of electricity boards into separate entities for power generation, 
transmission and distribution, increasing power tariffs, measures for reducing 
transmission and distribution losses, etc. 
State Electricity Regulatory Commission (SERC) has been constituted or 
notified in 21 States. Of these, SERCs of 15 States have issued tariff orders. The 
States of Andhra Pradesh, Kamataka, Madhya Pradesh, Maharashtra, Orissa, Pimjab, 
Rajasthan and Uttar Pradesh have enacted their State Electricity Reforms Acts which 
provide, inter-alia, for unbundling/corporatisation of SEBs, setting up of SERCs, etc. 
The SEBs of Andhra Pradesh, Delhi, Haryana, Karnataka, Orissa, Rajasthan and Uttar 
Pradesh have been unbundled/ corporatised. Twenty-one States have signed 
Memorandum of Understanding with the Ministry of Power, Government of India to 
undertake reforms in a time bound manner. Monitoring is being done to ensure that 
the agreed milestones are achieved. 
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1.1.5 Deficits 
State should undertake reforms to reduce the deficits levels that would reduce 
the fiscal burden and improve allocative efficiency .It would also improve regulation 
and efficiency in delivery of public services and to reduce the role of government in 
non-essential areas through privatization, disinvestments and decentralization. In 
order to achieve this objective, the reforms structure should aim at achieving fiscal 
sustainabilily by restructuring expenditure, to make it more productive and at 
strengthening the revenue raising machinery to maximize the yield from the existing 
revenue sources. 
The Fiscal Responsibility and Budget Management Bill Act 2003 (as 
amended) which became effective from July 5, 2004 mandates that the Central 
Government to eliminate revenue deficit by March, 2009 and to reduce fiscal deficit 
to on amount equivalent to 3 percent of GDP by March 2008. The rules made under 
FRBM Act on July 2, 2004 which specifies the annual targets for the reduction of 
fiscal and revenue deficits, annual target for assuming contingent liabilities as a 
percentage of GDP. The rules also prescribe the format for the medium term fiscal 
policy statement, the fiscal policy strategy statement and the macro economic power 
work, which are required to be presented to parliament along with annual financial 
statement. 
Thus the Fiscal Responsibility and Budget Management Bill of Center in turn 
will also affect the states. Deterioration of states began much later than that of Centre. 
The fiscal crisis of some of the states government is more acute and an important 
constraint in their development. The revenue account of states finances was more 
pronounced from the late nineties. As proportion of GDP revenue deficits of stales 
which increased from 0.3percent in 1987-88 to 1.10 in 1996-97 shot up to 2.5 percent 
in 1998-99 following the revision of pay scales of government employees. In 2002-03 
the deficit declined to 2.2percent of GDP. Fiscal Deficit of states as a proportion of 
GDP increased fi-om 3.3percent in 1990-91 to 5.1 percent in 2003-04. In B. E. for 
2004-05 the revenue and fiscal deficits of states are placed at 1.4percent and 
3.6percent of GDP. The main cause of these rising deficits is the growing revenue 
expenditure particularly, wages and salaries, pensions, burden, of interest payments, 
losses of public sector enterprises particularly power utilities declining Central 
transfers as a proportion of GDP and inappropriate user charges have contributed in 
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large measure to this deterioration. The slower growth in revenue in relation to 
expenditure and ambitious plan outlays of states compounded the problem. Further 
more and more states resorted to off budget borrowings constrained by limitations on 
raising public debt through the budgetary process. 
To overcome these difficulties, fiscal reform programmes were announced by 
various states, which form the agenda of fiscal reforms in the next coming years. In 
addition, the Centre is finalizing an ambitious States Fiscal Responsibility that would 
dramatically change the state finances by 2004-05. As per the programme by 2004-05 
the Gross fiscal Deficit of the states would be brought down to 2.5percent of the states 
GDP, the revenue deficit would be brought down to zero and the interest payments of 
the states as percentage to their revenue receipts would be brought dovm to 18-20 
percent. At the core of the proposed State Fiscal Responsibility programme is the 
recommendation of the Eleventh Finance Commission where terms of reference were 
expressed to recommend an implementable state level fiscal reforms programme. The 
programme revolves around creating a Rs. 10,607 crores of Incentive fund. The 
corpus of this fund would come from 15 revenue deficit states identified by the 
Eleventh Finance Commission. These states would contribute 15percent of their 
revenue deficit grants to the fund vdth a matching grant from the Center. The states 
that implement reforms would be eligible to draw funds from this Incentive fund. 
Each of these states would have to improve their revenue deficit as proportion of their 
receipt by at least 5 percent annually between 2000-05. The states, which do not 
follow the set timetable for reform would forgo their share of withdrawals from the 
Incentive, fund in that financial year. In case they make up in the following year, they 
would have to meet the previous as well as current year's targets to draw from 
Incentive fund. Further during the first four years, no amount of funds would 
transferred to another state. However, if any state were not able to draw the amoimt 
indicated on the basis of the performance of the first four years the amount 
undisbursed would form part of common pool. This would be distributed to 
performing states in the fifth year on prorates basis. 
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1.2 OBJECTIVES 
1. To examine the background and to identify the major problem areas at state 
level. 
2. The over all fiscal balances of the states. 
3. Steps taken by the states for resources mobilization. 
4. To find out the ways for reducing their expenditure. 
5. To study fiscal measures taken by the Government. 
1.3 HYPOTHESIS OF STUDY: - The present study level fiscal Reforms in hidia is 
to test the hypothesis that: 
"Fiscal Reforms have helped the states in improving their fiscal health". 
1.4 SCOPE OF THE STUDY: - The study aims to test the hypothesis on macro and 
micro level. For macro level, all states in aggregate have been considered and for 
micro level a state has been selected. For this purpose we have chosen Uttar 
Pradesh. Uttar Pradesh presents a case for a bifurcated state also which was 
divided into Uttar Pradesh and Uttaranchal on9 November 2001. 
1.5 RESEARCH METHODOLOGY: - Our study on the topic "States level Fiscal 
Reform in India" is based exclusively on secondary data taken firom various 
issues on "State finances" by Reserve Bank of India (R.B.I.), Public Finance 
Statistics, Government of India, Economic Survey, and Centre for Monitoring 
Indian Economy (CMIE) 
Data on NSDP for the period 1990-91 to 2002-03 and data on population of 
All States for the period 1990-91 to 2001-02 is computed from Census of India. 
The trends in the revenues deficits and expenditure of the all-states are Uttar 
Pradesh is analyzed by using the simple statistical techniques like percentage and 
ratio. 
The growtli trends of the finances of all-states and Uttar Pradesh are analyzed 
with the help of simple econometrics techniques and Compound Growtli Rale (CGR) 
and income* buoyancy (hence after we have' used as term buoyancy) have been 
calculated. 
1 / ; 
1.5 LIMITATIONS: - We observe that the work of on the Topic "States level Fiscal 
Reforms in India" involves a vast field of study. We have tried to analyze each and 
every important variable affecting states finances. But there are some limitations, 
which remains in our study: 
1. The research study pertains only to the period 1990-91 to 2002-03. 
2. We have not been able to use complex Statistical and Econometrics 
Techniques in analyzing the data on state finances. 
3. The study is based on only traditional methods. 
From the above discussions we conclude that the fiscal imbalances were first 
started at Center and then at state level. The state governments announced various 
agenda for fiscal reforms, which include revenue augmentation measures, expenditure 
management, state level public sector enterprises reforms powers sector reforms and 
reduction in deficits. With the deterioration in the state finances. Center became 
concerned over states and lead a helping hand to states to over come their deficits. 
Some bold and drastic steps as 'Fiscal reforms programme for states'. The objectives, 
scope, research methodology and limitations of the study are also mentioned in this 
chapter. The next chapter deals with the review of literature of the concerned study. 
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CHAPTER 2 
REVIEW OF LITERATURE 
Before embarking upon a research project it is absolutely essential to review 
the literature on the similar subject. Keeping this objective in mind an effort has been 
made here to review some of the existing literature on states level fiscal reforms and 
related areas. 
Aggarwal, Manoj Kumar (2005) in his paper discusses about the budgetary 
constraints faced by the state of Uttar Pradesh and endeavors to establish a 
relationship between budgetary constraints and poor economic growth. He also 
analysis the pattern of expenditure, resource mobilization and indebtness of state and 
also suggest some policy conclusions to over come fiscal indiscipline in the state. 
World Bank (2005) in its report studies about the progress and prospects of state 
level fiscal reforms in India. It discusses about the major fiscal reform agenda, which 
forms the major issue of state level reforms in India. The report suggests that a joint 
Central and state government reform programme is needed for the development and 
reform programme of slates to succeed. 
Monthly Commentary on Indian Economic Condition (2005) points out the 
underlying position of finances of Central govertmient. As great deal of task is ahead 
in the form of containing fiscal deficit and revenue deficit. The Central government 
has started pinning hopes on the mobilization of fimds through sale of its holdings in 
public sector undertakings. What in more disturbing is the fact that states government 
finances are in complete disarray. Unlike the Centre, states are trying to meet the 
fiscal deficit with the help of special schemes and reduce dependence on the Centre. 
The share of states in the net proceeds of union taxes and duties is progressively being 
enhanced .In spite of all this there is no much realization on the part of the states to 
clear up their finance sheets. 
Aganval, Manoj Kumar (2004) has analyzed the pattern of investments in Uttar 
Pradesh that has been the major source of concern fi:om the viewpoint of exploiting 
the resources for rapid economic development. He concluded that private and 
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institutional investment in Uttar Pradesh are not at desired level as reflected through 
low credit deposit ratio of the commercial banks. 
Naresh, Gautam (2004) in his paper attempt to made bird's eye view of the fiscal 
health of all-states and Uttar Pradesh in particular, facing crisis. The agenda for the 
fiscal reforms are also mentioned, followed by various corrective measures taken by 
the government of Uttar Pradesh. 
Rajaraman, Indira (2004) in her paper identifies those elements in the configuration 
of fiscal parameters confronting the country that given cause for concern and 
examines whether that fiscal reform measures taken address these adequately. The 
underlying structural cause of fiscal stress since the states of reform in FY92 is the 
uncompensated loss of trade tax revenues. He also analysis the two major fiscal 
reform initiated in FYOO is small savings re-rounded into manly created National 
Small savings fund and Fiscal Responsibility legislation enacted by the Centre and for 
state governments so far. 
Hussain, Masood (2003) in his work has discussed about Jammu and Kashmir 
government drafting a detailed White Paper on state of its finances to get some debt 
relief 
Kurian, N.J. (2003) in his work pointed to some expend success has been achieved at 
the Centre but there has been steep deterioration in the finances of the states. Any 
decline in the Union goverrmient and the associated fall in devolution to the states will 
have further deletions effect on regional imbalances of the country. 
Anand, Mukesh, Bagchi. Amaresh, Sen, K. Tapas (Jan. 2002) in their article has 
discussed about the causes of fiscal indiscipline at the state level. Weaknesses of the 
system of inter-governmental fiscal relations have been cited as prime caused leading 
to fiscal indiscipline among states, which call for corrective measures. 
Bagchi, Amaresh (2002) have observed even after a decade of correction the 
consolidated fiscal deficit (FD) of the govermnent (Centre plus states) stood at about 
the same level at the close of decade as it is in the beginninglO% of GDP. The crises 
in stale finances have their origin in some deep-seated weakness of the fiscal system 
that call for structiiral reform. The weakness is in revenue system, budgeting system 
and system of inter government financial relations. If fiscal deficit is to bring down 
the weakness of the fiscal system noted above need to address frontally. 
Bhargava, P.K. (2002) discussed about the state level fiscal reforms. The state should 
play complementary and supplementary role and performance to the efforts of the 
Centre to play and improve the fiscal situation. It is high time that agriculture income 
tax should be included in the constitution to raise the revenue of the states. 
Chelliah, J. Raja, Rao, Kavita R. (Jan 2002) discusses about the rational ways of 
increasing the tax revenue of Central and state govermnents in India. According to 
them no serious effort has been made to modernize tax administration. The 
administration of all the states is manual based. A reform and modernization of the 
administration of the major taxes through computerization and strong deterrent action 
against tax evaders and corrupt taxmen are two important steps to be taken to increase 
revenues. 
Dev S. Mahendra and Jos. Mooij (2002) has considered about social sector 
expenditure in the last decade of century. They have focused on overall levels of 
allocation expenditure on health and education and interstate disparities. They have 
analyzed the composition of expenditure of Centre and state governments in 1990's 
compared it to 1980's, examined the trends in the social sector expenditure in the 
Central and state budgets for 1990-91 to 2000-01 and concluded that the share of 
social sector for the Centre and states together in total expenditure has increased since 
1980's while both revenue and capital expenditure on social sector as a proportion of 
GSDP or aggregate expenditure has come down. 
George, K.K. (2002) in his article discusses about the major issues in the state level 
fiscal reforms. According to him fiscal deficit will lead to instability in future budgets 
depending upon how productive investments are made and how effective is 
government in mobilizing tax and non-tax revenues. The distinction made between 
using borrowings to finance revenue deficit and not capital outlay is based on 
assumption that capital expenditure is more productive rather than examining the 
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purpose, the distinction of developmental and non -developmental expenditure plan 
and non-plan expenditure. These issues are not highlighted in current discussions on 
fiscal deficit in India. 
Gurumurthi, S (2002) in his work has studies the schemes formulated by the Tenth 
and the Eleventh Finance Commission for debt relief to states, which are not 
sufficient. It is necessary that the issue of debt should be addressed more seriously 
while drafting the terms of reference of Twelfth Finance Commission. The Twelfth 
Finance Commission may also have to think of certain drastic measures to arrest the 
rising level of debt. 
Karnik, Ajit (2002) in his work has discussed about, the fiscal Responsibility and 
Budget Management Bill which was introduced in Lok Sabha in December 2000. A 
Fiscal Responsibility Bill of the kind introduced currently is meant to offer a credible 
commitment that the government is serious about fiscal consolidation. By trying its 
own hands the government signals that it is serious about reducing deficits. The 
government seems to be completely diluting the provisions of the bill so as to render 
its completely ineffective. 
Lahiri, Ashok and Kartnam, R. (Jan. 2002) in their article analyses India's fiscal 
deficit and its sustainability. There is increasing trend in fiscal deficit of states and 
their deficit is used for financing more and more current expenditure rather than 
capital expenditure. They also provided the international comparison to the debt of 
Central and state governments and found out that debt of India is considerably lower 
than the other countries. With integration of the country much attention needs to pay 
to the quality of fiscal consolidation as to it speed. 
Naik, S.D. (2002) in his article says that almost all states experienced fiscal 
deterioration since 1997-98 because of their inability to contain the growth of revenue 
expenditure and reluctance to raise additional tax and non-tax revenues. Launching 
the economy on the higher growth path would depend to a larger extent on the state 
level fiscal reforms, which cannot be delayed any longer. 
o i 
Premchand, A and Chattopadhyay, Suman (Jan. 2002) in their article recognizes 
the importance of expenditure management in fiscal adjustment and also discusses the 
major expenditure polices undertaken during the introduction of the economic reforms 
in India. During the period 1980-81 to 2001 the revenue expenditure is increasing 
while capital expenditure is decreasing which shows that there is no fiscal adjustment 
at state level. 
Prabhu, K. Seeta (2002) discusses about like need for rapid improvement in social 
sector. With the Central government, state governments have to play important role in 
designing, monitoring and implementing social sector programmes. The fund required 
for social sectors can be obtained from charging user fees through disinvestments of 
non-strategi6 sectors like hotels, trading comp^es, consumer goods companies and 
through introduction of social insurance and charging taxes. 
Purohit, C. Mabesh (March 2002) in his article discusses about the structure and 
administration of VAT in Canada. Canada is an example of a federal country where 
better harmonization of VAT between federal VAT and state sales tax VAT have 
been achieved. 
Srivastava D.K. (2002) in his article analyzed about the deteriorating fiscal situation 
of states in India. The main culprit for the rising deficits is the rising subsidies, poor 
performance of public sector imdertakings, accumulation of debt inadequate revenue 
transfers system and inadequate state budgets. The states should draw up 
implementation and monitoring firamework where by they can evaluate programmes 
and identify constraints. For state level fiscal reforms Center should also has to play a 
pivotal role. 
EPW Research Foundation (2001) published a topic "Finances of State Government 
in India" in April 2000. The article consists of 13 sets of statistical tables, which seeks 
to portray the budgetary operations of the Government of India during the post reform 
decade of the 1945. While energy attempt has been made to present a consistent set of 
time series for the decade. The new system of accoimting of loans to states and union 
territories from out of net small saving' collection from April 1999, the 
implementation of the U"" Finance Conunission's interim report to enhanced 
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devolution of taxes and grants to states from 2000-01 and payment of sizeable arrears 
during 1998-99 and 1999-2000 of precious years on account of the revision of the 
fifth pay commission have resulted in created quite significant kinds in the time series 
of may hands of expenditures and receipts including the Center's gross fiscal deficit. 
Godbole, Mahdev (2001) has criticized the reports of successive Finance 
Commission, which have become ritual and have hardly to say or contribute about the 
fiscal position of Centre and states, which are deteriorating overtime. What is needed 
a strategy to bring in fiscal reforms in number of areas in a given time frame. Many 
finance commission repeating the same set of recommendations will not lead as 
anywhere. 
Kumar, Sandeep (2001) in his work focused that state should reduce the dependence 
on Centre. Fiscal discipline should be the prime concern of all the states in general 
and backward states in particular. Sources of additional revenue mobilization, 
measure of fiscal discipline for different states have already been recommended by 
different committees on tax and fiscal reform, what is needed a strong will at least a 
suitable medium term policy. 
Purohit, C. Mahesh (2001) in his article suggests the importance of replacing the 
sales tax with value added tax (VAT). Estimates presented in paper suggested that the 
state VAT would not only give more revenues to development states but would also 
benefit others. 
Rakshit, Mihir (2001) in his work discusses about the major provisions and 
objectives of Fiscal Responsibility and Budget Management Bill. He discusses how 
far these provisions likely to help or hinder in promoting the primary objectives i.e. 
inter generational equity, macroeconomic stabilization and growth. 
Shankar, Kripa (2001) in his work discusses the overall budgetary position of the 
U.P. government and the pattern of government expenditure makes it clear that the 
state is headed in the direction of bankruptcy. 
o-i 
Ahluwalia, S. Montek (2000) discusses the economic performance of states in post 
reform period. Liberalization has relaxed the degree of control exercised by the 
Centre in many areas leaving much greater scope for the state level initiatives. State 
level performance and policies therefore deserve much closer attention than they 
receive. The states are facing fmancial crisis due to large volume of subsidies, losses 
of state electricity boards and complicated tax system. Unless state finances can be 
put in order there is little change of the poorer states being alike to undertake the 
substantial infrastructure facing needed to raise their rates of growth. 
Gill, Sucha Singh (2000) in his article studies the fmances of Punjab government. 
The financial crisis that the state is facing is now beginning to alTect the institutional 
structure of governance. It is lack of political will and uidecisiveness on the part of the 
government that the state of Punjab and its people are suffering. 
Lahiri, K. Ashok (2000) discusses budget constraints on states relative deficits of 
Centre and states, issue of expenditure prioritization and sales tax issues. The Centre 
needs to provide a leadership role in the era of competitive politics and collation 
governments. 
MahantI, K. Tushar (2Q00) has discussed that fiscal deficits have soared high. The 
Union government insists that the ballooning of the states non-development 
expenditure is the culprit while the states blame for Centre for attitude and 
unwillingness of to share the revenues more liberally. 
Mohan, Rakesh (2000) in his work says that the key problem facing the country is 
the rising fiscal deficit of both Centre and state governments. This has accrued 
because of the factors beyond the control of government as those of Kargil work, 
Orissa cyclone and lower customs and excise revenues along with very low proceeds 
from disinvestments. 
Naresh, Gautam (2000) in his article presents the aggregate picture of some of trends 
of state finances relating to pre and post reform period. States own imprudent policies 
and macro economic instability originating fi:om the Central government budgetary 
operations have contributed to RD and FD, which can be removed by foUowdng 
24 
ruform measures in direction of expenditure management, resource mobilization and 
public sector reforms. The paper also studies the fiscal situation of Punjab and Tamil 
Nadu with forecasted future. 
Pant, K.C. (2000) in his speech discusses about the major area of state level reforms 
is state fmances, which have shown deterioration the last few years. The emphasis on 
the state level fiscal reforms needs to be seen as a part of the larger shift in the 
perception of \he role of government in economic and social development. 
Rao, M. Govinda (2000) in his work criticizes the Central government and is of the 
opinion that if the Central government thinks that by simply giving a directive to the 
Eleventh Finance Commission to design a transfer system linking transfers to revenue 
deficits it can solve the problem. It is grossly mistaken there are some systematic 
problems affecting the state finances and the most critical requirement is that the 
Centre should first set its own house in order and reduce its revenue deficit. 
Sethuraman, S. (2000) in his work discusses about the state finances as projected by 
the commissions and warns that "if reckless borrowing is not kept in check some 
states may be forced to declare fmancial emergency in the Tenth plan". The present 
system of plan assistance under the Gadgil formula might imdergo a change if the 
inter state disparities in social development have to be tackled. 
Singh, Ajit Kumar (2000) observes that in Uttar Pradesh where fiscal profligacy is 
driving the state into a,debt trap. The state governments borrow to meet current 
expenditure. There is little it can spare for development expenditure as recent budget 
shows. 
Srinavasan, V.K. (2000) criticized the reconunendations given by the Eleventh 
Finance Commission. The 11* Finance Commission appears to have evolved the 
formula that favors certain states. The high-income states and middle-income states 
with sole exception of West Bengal, which seems to have received higher share in tax 
and total transfer devolution. 
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Howes, Stephen, Ashok, K. Lahiri and Nicholas (2000) in their article discusses 
about the states level reforms in India. They also enumerate the causes that lead to the 
spread of state level reforms in India. According to them India cannot succeed with 
reformed and revived state governments. 
Ambirajan, S. (1999) examines the nature, causes and consequences of grov^ of 
subsidies in general and particularly of state of Tamil Nadu. Subsidies in Tamil Nadu 
are wasteful, corrupt, and regressive and counter productive. The remedy of the 
problem of subsidies lies in a comprehensive package of reforms involving 
improvement in the institutional structures and market organization. 
Bajaj, J.K. (1999) studied the impact of pay revision on the finances of the 
government of U.P, Madhya Pradesh and Maharashtra. According to one estimate if 
the salaries of the employees of the state governments are revised to the level of the 
Central government employees the revenue expenditure of the state govenunents will 
increase by Rs 20,000 to 30,000 crore a year which would create major imbalanced in 
their resources. He also examined the steps taken by the state governments for 
expenditure management and wage revision. 
Chakraborty, Pinaki (1999) has studied about the recent trends of state government 
finances. He is commenting on the article written by N.J. Kurian (1999) "State 
Government Finances"- A survey of recent trends. Kurian observed that horizontal 
allocation of tax transfer is egalitarian. Pinaki invalidates the Kurian argument and 
says that horizontal allocation of tax transfer became more in equitable during the 
1990's reflected in declining share of tax transfer to the low-income category of 
states. 
Kurian, N.J. (1999) in his paper attempts to bring out the deteriorating trend in state 
finances in recent years. "Failure to contain wastefiil expenditure and reluctance to 
raise additional resources" on the part of the states are the main problems afnicling 
most of the state finances. Tax wars among the states government to attract private 
investment in the wake of economic reforms as well as competitive populism and the 
pay revision of employees led to starvation of funds of states. Unless drastic measures 
arc resorted to without delay finances of states will collapse. 
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Rajaraman, Indira, Hiranya Mukhopadhyaya and H.K. Amarnath (1999) in their 
article discusses about the fiscal situation of Punjab. According to them in Punjab in 
the last ten years has been disrupted by tenorism, which led to fiscal imbalance in the 
state. They also studied the trends in the revenue and expenditure of the Pimjab during 
the period 1985-97, The estimated buoyancy of taxes was close to one, interest 
payments have raised sharply which adds further to the pressure of fiscal 
accommodation on non-interest expenditure. Lastly, they also constructed a baseline 
scenario to show the fiscal path of the s^ tate in absence of any corrective action on 
revenue and expenditure fi-onts. 
Srivastava, D.K. Saumen Chattopadhyay and Pratap Ranja Jena. (1999) in their 
article studies about the fiscal situation of the state Kerela during the period 1985-86 
to 1996-97. According to them the basic fiscal problem of Kerela is a high debt GSDP 
ratio that has arisen because of the persistent is of high fiscal deficit to finance 
government revenue expenditure. They also calculated the buoyancy of various taxes 
and found that four major taxes i.e. sales tax, stamp duties and registration fees, state 
excise duties and motor vehicle tax show the buoyancy more than 1 during the period 
1991-92 to 1996-97. The overall buoyancy for all taxes was 1.32 during 1991-92 to 
1996-97. Trends in expenditure were also analyzed and they found that the growth 
rate of general services has been highest and lowest for social services. 
Chakraborty, Pinaki (1998) analyzed how the relative importance of various 
components of resource transfers fi:om the Centre to the states for e.g. tax sharing 
grants and loans has changed over a half a century. The conclusion is that Centre state 
financial relations have failed to reduce the vertical imbalance. 
Rao, M. Govinda (1998) in this article argued about the Constitutional Amendment 
Bill, which will be introduced to give effect to the Tenth Finance Commissions on the 
alternative tax devolution scheme. Although the initiative is in the right direction it 
does not go far enough. So reforms in tax devolution should be addressed in 
conjunction with evolving rational co-ordination of domestic trade taxes to bring out a 
structural reform of the fiscal system in Indian federalism, 
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Sarma, J.V.M. and Gautam Naresh (1998) in their article studies about tiie state 
finances of Tamil Nadu between the period 1980-99, which appears to be a well 
managed state but there is need for selective fiscal correction. 
Godbole, Mahadcv (1997) in his work has studied the state of Maharashtra and 
Jammu & Kashmir where subsidies are eating deeply plan resources and are 
undermining development. There is no political will to address the problem. The only 
possible way mil is Ibi- all Ihe stales and the Centre to ael logelher. 
Guhan, S. (1997) in his work discusses the current regime of Centre state fiscal 
transfers, which have no rational direction. The Center Finance Commission 
alternative scheme of tax devolution can be used as a starting point for putting 
through a process of rationalization, Centre state transfer in an ordered maimer. 
Gurutnurthi, S. (1997) in his work studies the origin of sales taxation in the state in 
its historical perspective. Both Central and state government have embarked on a 
massive attempt to reform commodity taxation regime in India with Maharashtra and 
Tamil Nadu being the first state to introduce VAT. 
Rao, M. Govinda and Sarma J.V.M (1997) in his work attempts to set out a strategy 
and stages of reforms based on experience of East Asian Countries like Thailand 
towards evolving a value added tax which is less discretionary and more acceptable to 
trades. During the period of study (1980-1999) there was significant rise in the 
revenue expenditure particularly subsidies and interest payments. 
Srinivasan, G. (1997) in his work discusses about subsides which are provided by the 
Central and state governments. Referring to states, it is said that out of total subsidies 
merit plus non merit subsides for the 15 states in 1993-94, merit goods subsidies 
account for less than a one third indicating the dominance of non merit subsidies at 
state level too. The ratio of non-tax revenues and Central transfers has been stagnant. 
Fiscal balance for the most part of the study is period was negative and declining and 
signs of improvement in recent years have not proved to be long lasting. 
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Gurumurthi, S. (1993) in this paper reviews the experience of 80 years of tax 
revenue sharing in India under the recommendations of Nine Finance Commissions 
and proceeds to examine whether the basic system of tax sharing should continue in 
its present form or whether an alternative system can be devised. The alternative 
system that he has suggested that devolution to the states should be fixed at a 
particular percentage of the Centre tax revenue instead if varying percentage of a 
certain selecW taxes. The proposed system is superior to the present system because 
it makes taxes more buoyant and proves advantages to both the Centre and the states 
besides bringing about some equity in Central tax structure. 
Chelliah, Raja. J. (1992) in his paper suggested that the need for making the system 
of indirect taxation broadly neutral in relation to production and consumption, 
widening of tax base and make a beginning with the taxation of services. This 
committee is of the view that the agricultural income in access of say Rs. 25,000 
accruing to the non-agriculturalists should be brought under the tax net to promote 
equity and reduce scope for tax evasion. The conmiittee recommended that the 
Central government should obtained the cooperation . and consent of the state 
government for in acting a provision which would enable it (Central Government) to 
bring under the preview of the central income tax. 
Bajaj, J.L. and O.P. Agganval (1992) in there article studies the state finances in 
Uttar Pradesh during the period 1965-90. They examined the structure and growth of 
receipts of the state government from tax revenue; non-tax revenue and Central 
assistance firom plan expenditure. Then the level and pattern of government 
expenditure and trends overtone are analysed. They also computed the buoyancy and 
elasticity coefficients of various states taxes level in U.P for the period 19 81-89. The 
estimates indicate that state excise and electricity duties have shown the highest 
responsiveness to the increase in NSDP in this period (1.5 and 1.52 respectively). 
Excepting land revenue and entertainment tax all taxes had greater than unitary 
buoyancy. Tax revenues have shown relative buoyancy while non-tax revenue has 
remained sluggish. Among the major reasons for this are significant indirect subsidies 
including those, which are reflected in low recovery rates on investments. 
Rao, Govinda (1992) in his paper seeks to examine the present state of pablic finance 
at the state level with a view of tracing the emerging trends in the medium as well as 
long term. The major objective of the paper is to identify the major problem areas and 
indicate policy changes to tackle them. The precarious fiscal position in states calls 
for bold and decisive policy measures which include reduction in employment, levy 
of appropriate user charge on services, phase of non merit subsidies, privatization of 
state electricity boards, rationalization of tax system by introduction of VAT and 
determine the shares of states in aggregate Central taxes rather than percentage share 
of two taxes. 
Rao and Mundle (1992) have analyzed the subsidies at the state level. For the 
fourteen major states the study covers budgetary subsidies in major functional 
categories at two points of time in 1977-78 and 1987-88. The level of subsidies grew 
phenomenally over the decade between 1977-78 and 1987-88, with the growth of 
recovers lagging for behind the increased in costs of pattern common to all states. It is 
interesting to note that both aggregate and per capita subsidies went disproportionally 
to better off states. The study shows that the extremely low rates of cost recovery 
prevalent in social services even in sectors like higher education where distributional 
and other justification for subsidies are weak. In case of economic services, the 
authors noted that irrigation and agricultural subsidy costs account for more than half 
of the total \Vhile power and transport also involve substandard subsidies. Inefficiency 
in state public undertakings as well as inadequate tariff increase resulting in 
worsening rates of return has been major factors contributing to the rise of subsidies. 
Chelliah, Raja. J. (1991) in his essays says that with the era of liberalization and 
privatization the relative position of states has enhanced. Hence state level reforms are 
as important as the reforms at the Centre. Each state must set its own house in order. 
The reforms should include area of taxation with introduction of VAT; cut of 
subsidies cut of staff of general administration, privatization of SEBs etc. The tax 
reform, which was carried out in South East Asian countries, can provide the lessons 
for the future. 
Bagchi, Amaresh (1991) in his article "Tax Reform in Developing countries". 
Agenda for the 1990's discusses about the agenda for tax reform in both developing 
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and advanced countries in the 1990s. The motivation for reform in the developing 
countries came from the quest for finances, efficiency and simplicity. The main thrust 
of tax reform in the advanced countries is reduce the states of individual income tax 
I, 
of top brackets, whereas the thrust of reform in developing countries, was towards the 
revision of structure of indirect taxes particularly sales tax and excise duty. 
Murthy (1981) test the validity of the Wagner's law in Indian Economy for the 
period 1960-1976, using the most appropriate quantitative measure, the ratio income 
elasticity. In his study he aimed test for validity of the law and examine emphically 
whether the law is applicable in the Indian Economy. The double log linear regression 
model has been employed for the estimation of income elasticity. Be positive then the 
ratio of public sector to GDP increased and the Wagner's law is valid other than not. 
The main findings of the study are as the validity of the Wagner's law of public 
expenditure 'in India has confirmed fi-om positive ratio income elasticity for the both 
the total government expenditure and its components. The result also reveals the non-
resource absorbing expenditure has grown more rapidly than resource absorbing 
government consumption. 
Rao, M. Govinda. (1981) makes a modest attempt to study and to identify the 
determinant of tax revenue and non-plan revenue expenditure of the states towards 
making their medium term projections. The researcher has chosen the slates of 
Karnataka, Kerela, Orissa and West-Bengal for the purpose in studying the time series 
determinant. In this study, both the political and economics determinants have been 
considered. The effects of various economic and political factors on the fiscal 
decisions of the four states are also quantified. While discussing the determinants of 
non-plan revenue expenditure the study summaries that in all the four states except 
Orissa, the growth expenditure on various services is of providing them. Only in 
Orissa the growth in non-plan revenue expenditure is due to increased quantity of 
public services. The results of the study confirm 'Down's Hypothesis' that fiscal 
decisions are essentially guided by the desire to maximize the length of their tenure by 
the parties in power and are not influenced by their ideological doctrines. 
Mann (1980) has examined the validity of Wagner's is Law in Mexico for the period 
1925-1976 using the six different versions of the law viz: 1. E = f (GDP/P) 2. C = f 
(GDP) 3. E = f (GDP/P) 4. E/GDP = f (GDP/P) 5. E/P = f (GDP) and 6. E/GDP = f 
(GDP) have been empirically investigated. For estimation of the elasticity of 
government expenditure (or per capita government expenditure) with respect of GDP 
(of per capital GDP) has been specified by the general logarithmic model as Log V = 
a + b log X so that the elasticity coefficient (b) may be directly obtained. The 
Wagner's hypothesis takes the assumption that the elasticity of expenditure should be 
greater thanWty in all versions. The mam findings of the study are that according to 
fourth and fifth version (as known as share version) the Wagner's Law is not valid for 
Mexico for both sub periods but for others it is valid. 
Chelliah, Raja. J. (1979) studied the system of tax administration of state Uttar 
Pradesh and suggested suitable changes for streaming tax administration. The 
estimate of buoyancy and elasticity of all the state taxes in U.P. for the period 1968-
69 to 1977-78 was foimd. According to this committee all the taxes of states have 
been buoyant, indicating that the state government has undertaken considerable tax 
effort in respect of all taxes. The buoyancy of the land revenue alone is found to be 
much below, 1 indicating that the yield of the land revenue did not increase proportion 
with income. The share in states own revenues in total revenues decreased steadily 
between 1968-69 and 1971-78. 
Lakadwala (1974) constituted the Taxation Enquiry Committee of Uttar Pradesh to 
review about the taxation of state of U.P During the period 1960-61 to 1972-73. Sales 
tax receipts have witnessed a rise of 20 times during the period 1948-49 to 1973-74. A 
higher degree of buoyancy was found in all the state indirect taxes together. The 
buoyancy coefficient of states taxes during the period 1960-61 to 1972-73 worked out 
to 0.83 as against the elasticity coefficient of 0.48. The scheme of rapid settlement 
was put forward by Lakadawala committee, which aimed at cutting short the long 
drawn processes of a regular settlement the severe problem of tax evasion was 
recognized by Lakadawala committee. 
Reddy, K.N. (1972) has analyzed a secular and time pattern of the growth of public 
expenditure in India. He has taken time period firom 1872 to 1968. In an effort to 
establish a theoretical link between the growth of public expenditure and National 
Income of the country Reddy has examined the applicability of Wagner's hypothesis 
1 0 
in India. Reddy concludes that the study conducted by Peacock and Wiseman for 
great Britain also holds good in case of India. The study provides important guidelines 
to whose main concern is expenditure policy formulation. While examining the 
shorter period (i.e. periods after the two world wars and independence of the country) 
he sees the relevance and validity in the concept of displacement effect propounded 
by Wiseman and Peacock. His study of the growth of public expenditure in India over 
roughly a century, is a modest attempt on the lines of the pioneering study "Growth of 
public expenditure in the U.K." done by Wise man and Peacock. 
Bird, M. Richard (1971) considers the validity of Wagner's law for different time 
periods for developed countries. He observed that three broad factors help in the 
operation of the law of increasing state activity. Firstly, the administrative and 
protective functions (internal and external of the state) secondly, the maintenance of 
smooth operations for markets and thirdly the provision of more social and cultural 
goods. According to Bird the three necessary things for the operation of Wagner's law 
are: 1. Rising Per Capita Income 2. Technological and Institutional Changes 3. 
Democratization. 
Gandhi, P. Ved (1971) tried to test the Wagner's Law for the developing countries. 
He tried to analyzed the conditions of validity of Wagner's law for the cross sectional 
studies. He lias argued that for the different versions of Wagner Law to hold good two 
conditions must be satisfied. 
1. Income elasticity of public expenditure must be greater than unity 
2. The per capita quantity of public goods must increase or quality of public 
goods must improve as population grows. 
Wanchoo, K.N (1970) constituted The Direct Taxes Enquiry Committee. The 
committee submitted its final repot in March 1972. The terms of reference were: 1. to 
recommend effective measures to unearth black money and prevent tax evasion 2. To 
suggest measures for checking tax avoidance. 3. To suggest ways of improvement in 
the tax administration. Wanchoo committee has felt that "Uniform and progressive 
taxation of agricultural income is urgently needed to ensure that agricultural income 
ceases to offer any scope for tax evasion and also on ground equity and distributive 
justice" this committee suggested that in the interest of uniformity and stability the 
^1 
Central government should assume the power to levy and administer a tax on 
agricultural income. 
Madalagi, (1966) has analyzed the trends in state governments expenditure in India 
since the inception of five-year plans. The study covers the time period exceeding 
from 1951-52 to 1965-66, which witnessed the completion of the first five-year plans. 
The main analysis of this study is that Madalagi has confined his study to the revenue 
expenditure only. He has analyzed the capital expenditure trends of the state 
government, which is most significant part of public expenditure. Thus the study 
becomes one sided and a halfliearted attempt. 
From the above studies we may conclude that Centre is the main culprit for 
rising imbalance. First, Centre should set its own house in order than the states can 
follow then.' The next chapter proposes to study the macro level fiscal scenario of 
states fi-om the period 1990-91 to 2002-03. 
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CHAPTER 3 
MACRO LEVEL FISCAL SCENARIO 
The role of state governments is very diversified. The Indian constitution 
entrusted the states with functions both expensive and expansive such as agriculture, 
irrigation, roads and buildings, rural development, education, medical and public 
health and law and order along with revenue powers mostly inelastic in nature. Since 
the advent of five year plans these expenditure conunitments have been increasing 
considerably. 
Public expenditure plays a very important role in economic development. 
Public expenditure is the expenditure incxured by the public authorities that is Central 
government, state governments and local bodies for the satisfaction of collective 
needs of the citizens for the promotion of economic and social welfare. The share of 
developmental expenditure of state governments is increasing at a faster pace than the 
Central government expenditure. This amply demonstrates the crucial role played by 
the states expenditure in the Indian Union. The growth of expenditure of the states 
was to fulfill the two objectives of economic growth and economic welfare. To attain 
these two objectives not only public investment but also private investment is also 
needed. 
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In this chapter we proposes to highlight the main feature of trends in revenue, 
expenditure and fiscal imbalances of all states during the period 1990-91 to 2000-03. 
3.1 Trends of Revenue of All States: 1990-91 to 2000-03. 
Table 3.1 presents the analysis of receipts of all states during the period 1990-
91 to 2002-03. The total receipts of all states were Rs. 911,5963 lakhs, which 
increased to 4.66 times to Rs. 42,507632 lakhs in 2002-03. The revenue receipts of 
all states were Rs. 66,46678 lakhs in 1990-91, which increased to 4.21 times and 
became Rs. 28,033,960 lakhs in 2002-03.The capital receipts was Rs. 24,69285 lakhs 
in 1990-91 Which went up to Rs. 14,473,402 lakhs in 2002-03. (See Appendix Table 
A 3.1 and Graph 3.1). 
Buoyancy is a term used to refer to the ratio of percentage change in tax revenue 
following a one percent change in State Domestic Product (SDP) or income (or other 
tax bases). 
The Compound growth rate and buoyancy of receipts of all states during the 
period 1990-91 to 2002-03 is also presented in Table 3.1. 
The Compoimd growth rate of total receipts of all states during the period 
1990-91 to 2002-03 was 13.71 percent and it is buoyancy coefficient was 1.00. 
However, the Compound growth rate increased to 14,06 percent during the period 
1990-91 to 1999-00, while buoyancy became less than unity. During the period 2000-
01 to 2002-03 the compoimd growth rate decreased to 10.28percent and buoyancy 
was again less than unity. Now seeing the revenue receipts of all states the compound 
growth rate was 12.37 percent and buoyancy was 0.91. The compound growth rate 
during the period 1990-91 to 1999-00 was 12.94 percent, while buoyancy was again 
less than unity. In the period 2000-01 to 2002-03 tlie compound growth decreased to 
8.54 percent and buoyancy coefficient fell to 0.76. 
Regarding the compound growth rate and buoyancy of capital receipts it was 
17.19 percent in 1990-91 to 2002-03, and its buoyancy coefficient was 1.22, which 
was above unity. If we see the period 1990-91 to 1999-00 the compound growth rate 
of capital receipts of all states fell to 16.81 percent and buoyancy coefficient was 
1.10. In the' period 2000-01 to 2002-03 the Compound growth rate fell to 13.39 
percent and buoyancy coefficient was 1.24. 
"M 
Graph 3.1 
Revenue and Capital Receipts of All States (Rs. In Lakhs), 
1990-91 to 2002-03 
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Thus we can infer from the Table 3.1 and Graph 3.1 that revenue receipts, 
capital receipts and the total receipts of all states showed an increasing trend during 
the study period, which is a good sign. It also shows that the performance of the 
government as better in realizing the receipts.-In rupees terms the revenue receipts 
increased at a faster rate than the capital receipts. However the compound growth rate 
of capital receipts was more than that of revenue receipts during the three periods, 
which shows that the share of loans was more in capital receipts. The tax measures 
taken by the government is insufficient. 
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Graph 3.2 
Tax and Non-Tax Revenue of All States (Rupees In Lakhs), 
1990-91 to 2002-03 
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Graph 3.3 
States Share in Central Taxes and Grants from Center (Rs. In Lakhs), 
1990-91 to 2002-03 
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Table 3.2 and Graph 3.2 shows the composition of revenue receipts of all 
states during the period 1990-91 to 2002-03. From the Table 3.2 we can see that tax 
revenue of all states showed an increasing trend. It was Rs. 44,58,630 lakhs in 1990-
91 which increased by 1.5 times and became Rs. 19,879,831 lakhs in 2002-03. As for 
the increase in the receipts from states own tax revenue is concerned it also showed an 
increasing trend. In 1990-91 it was Rs. 30, 34483 lakhs and in 1995-96 it became Rs. 
6386519 lakiis and further to Rs. 14,21,241299 lakhs in 2002-03 (an increase of 4.88 
times). Table 3.2 also shows the states share in Central taxes, which increased 3.97 
times during the period. It was Rs. 1424147 lakhs in 1990-91 which increased to Rs. 
5665532 lakhs in 2002-03. 
As for the states non-tax revenue is concerned it showed an increasing trend 
but was less than the increase in the tax revenue of states. (Graph 3.2) The non-tax 
revenue of all states was increased only 3.72 times during the study period. 
Again observing the states own tax revenue it also showed an increasing trend 
but was less than the increase of own tax revenue of states. The states own tax 
revenue was Rs. 923719 lakhs in 1990-91 and became Rs. 3585,785 lakhs in 2002-
03 an increase of 3.88 times. Grants from Centre in rupees terms showed an 
increasing trend. It was Rs 1264,329 lakhs in 1990-91, which became to Rs. 
456,8,254 lakhs in 2002-03, that is an increase of only 3.16 times, while the share of 
Central taxes increased 3.97 times during the period. 
Table 3.2 also presents the compound growth rate (percent pa) and buoyancy 
of composition of revenue receipts of all states during the study period. 
The compound growth rate of lax revenue was 13.29 percent in the period 
1990-91 to 2002-03, increased to 14.20 percent during period 1990-91 to 1999-00 and 
decreased lo 8.55perccnl during the period 2000-01 to 2002-03. The buoyancy of lax 
revenue was below unity during the sub-periods. Out of it, the compound growth rate 
of stales own tax revenue was 13.81 percent during the period 1990-91 lo 2002-03 
and the buoyancy was above unity. However during the period 2000-01 to 2002-03 the 
compound growth rate fell to 9.76 percent and buoyancy was below unity. The 
compound growth rate of states share in Central taxes was 12.13 percent in 1990-91 
to 2002-03 and their was increase of one percentage point of 13.57 percent in period 
1990-91 to '1999-00 and then decreased to 5.67percent 2000-01 to 2002-03. The 
buoyancy level was below unity in all the three periods. 
As seeing the compound growth rate of non-tax revenue its growth rate was 
10.40 percent in 1990-91 to 2000-03 that is less than the growth rate of tax revenue. 
The compound growth rate decreased to 8.52 percent in 2000-01 to 2002-03. The 
buoyancy was below unity in the three periods. The compoimd growth rate of states 
own non-tax revenue was 10.77 percent in period 1990-91 to 2002-03, which 
increased to 12.57 percent in the period 1999-91 to 1999-00 and then decreased to 
6.77 percent in period 2000-01 to 2002-03. The buoyancy of states own non-tax 
revenue was below unity in all the three period. 
42 
As far as the Grants from Center are concerned the compound growth rate 
was 10.11 percent in 1990-01 to 2002-03 and its buoyancy was below unity. The 
compound growth rate fell to 9.96percent in period 2000-01 to 2002-03 and buoyancy 
coefficient was 0.85. The picture is clear by observing the Graph 3.3, which shows the 
comparison of trend analysis of states share in Central taxes and Grants from Centre 
during the st^ udy period. 
Table 3.3 
Composition of Revenue Receipts (Percentage Share in Respective Totals) 
All States 
Tax revenue (A+B) 
A) States own Tax revenue 
B) Share in Central taxes 
Non-tax revenue (C+D). 
C) States Ovn non-tax revenue 
D) Grants from Centre 
1990-91 
67.08 
45.65 
21.43 
32.92 
13.90 
19.02 
1995-96 
67.92 
46.68 
21.23 
32.08 
16.74 
15.35 
2000-01 
70.90 
49.58 
21.32 
29.10 
13.22 
15.88 
2001-02 
70.52 
50.10 
20.42 
29.48 
12.63 
16.85 
2002-03 
70.91 
50.70 
20.21 
29.09 
12.79 
16.30 
Source: Table 3.2 and computed 
The situation regarding composition of revenue receipts of the state 
governments as percentage to total receipts is presented in Table 3.3. The tax revenue 
of states was 67.07percent in 1990-91, which became to 67.92percent in 1995-96 and 
then increased to70.19percent in 2002-03. During this period, states own tax revenue 
constituted 45.56percent in 1990-91, which just increased to five-percentage point and 
became 50.70percent in 2002-03. As regarding the share of Central taxes in total 
receipts it was just remained between 20-22percent during the period. 
The non-tax revenue as percentage to total receipts showed a decreasing trend. 
It was 32.92 percent in 1990-91, which decreased to 29.10percent in 2000-01 and then 
to 29.09 percent in 2002-03. 
Grants from Centre to the states constituted 19.02 percent in 1990-91, 
increased to 20.60 percent in 1994-95, but from the year 1996-97 it showed a 
declining trend and it became to 16.30 percent of total receipts in 2002-03. 
The tax revenue of states showed a faster rate of growth compared to the non-
tax revenue of states during the study period (Tables 3.2 and 3.3). The Compound 
growth rate and buoyancy coefficient of tax revenue is greater than non-tax revenue. 
Similarly the Compound growth rate of states share in Central taxes was higher then 
the Grants from the Centre. The buoyancy coefficient of states share in Central taxes 
and Grants from Centre was also low. Thus the results about tax and non-tax revenues 
43 
of states point out states should take measures to improve their tax and non-tax 
revenues to overcome their fiscal deficits. 
Table 3.4 
Composition of Revenue Receipts, Ratio in GSDP (in Percentage) 
All States 
Tax revenue (A+B) 
A) States own Tax revenue 
D) Share in Central taxes 
Non-tax (C+D) 
C) States Own Non-tax revenue 
D)Grants from Centre 
1990-91 
7.84 
5.34 
2.34 
3.85 
1.62 
2.22 
1995-96 
7.82 
5.38 
2.45 
3.69 
1.93 
1.77 
2000-01 
8.07 
5.65 
2.43 
3.31 
1.51 
1.81 
2001-02 
7.94 
5.64 
2.30 
3.32 
1.42 
1.90 
2002-03 
7.68 
5.49 
2.19 
3.15 
1.39 
1.77 
Source: Table 3.2 and Calculated 
Tabic 3.4 provides the composition of revenue receipts as ratio in GSDP. As 
regarding the ratio of composition of revenue receipts in GSDP is concerned, we find 
that revenue from states taxes as ratio in GSDP continued to be stagnant till 1998-99 
and it was around 7.38 percent. In 2000-01 it increased to Ipercent point and went up 
to 8.07 percent but again decreased to 7.68 percent in 2002-03. Table 3.4 shows the 
predommance of states own taxes and it was 5.34percent in 1990-91 and remained at 
a same level during the whole period, with a marginal increase of 5.49 percent in 
2002-03. Thfe states share in Central taxes was 2.50 percent in 1990-91 that remained 
around the same level during the whole period. 
The non-tax revenue as ratio in to GSDP constituted 3.85 percent in 1990-91 
that increased to 4.11 percent in 1994-95 and then again declined to 3.15percent in 
2002-03. 
The states own non-tax revenue showed a declining trend and it was 1.62 
percent in 1990-91 that became to 1.39 percent in 2002-03. The Grants fi-om Centre to 
states was 2.22 percent in 1990-91 and year 1994-95 it showed a declined trend and 
became 1.98 percent in 1994-95 and then to 1.77 percent in 2002-03. 
It is thus clear fi-om Table 3.4 that growth in states own revenues both tax and 
non-tax revenue as a percentage to GSDP does not present a satisfactory picture. 
Similarly, the transfers from the Centre to the states effected in from of shared taxes 
and grants as a percentage of the GSDP do not present a healthy situation of state 
finances. 
Table 3.5 
Composition of Revenue Receipts, Per Capita (in Rupees) 
All States 
Tax revenue (A+B) 
A) States own Tax revenue 
B) States Share In Central taxes 
Non-tax revenue (C+D) 
C)States own non-tax revenue 
D)Grants from Centre 
1990-91 
531.42 
361.68 
169.74 
260.79 
110.10 
150.69 
1995-96 
1002.30 
688.94 
313.35 
473.47 
246.98 
226.49 
2000-01 
1655.69 
1157.81 
497.88 
579.47 
308.68 
370.79 
2001-02 
1738.78 
1235.36 
503.52 
726.74 
311.29 
415.45 
2002-03 
1880.56 
1344.62 
535.94 
771.35 
339.21 
432.14 
Source: Table 3.2 and computed 
Regarding per capita composition of revenue receipts of all states during the 
period 1990-91 to 2002-03 showed a significant increase as shovm in Table 3.5.Tax 
revenue of states increased more that of non-tax revenue. It was Rs. 531.42 in 1990-
91 that increased to Rs. 1880.56 in 2002-03, an increase of more than three folds. As 
the per capita non-tax revenue is concerned it was Rs. 26.97 in 1990-91, which just 
increased to Rs. 77.35 in 2002-03. 
The share of states in Central taxes increased more than that of Grants from 
Centre. The per capita share in Central taxes was Rs. 169.74 in 1990-91, which in 
creased to Rs. 535.94 in 2002-03. Grants from Centre were Rs. 150.69 in 1990-91, 
which just increased to Rs. 432.14 in 2002-03. • 
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Table 3.6 represents the relative position of share of different taxes in rupees 
terms during the period 1990-91 to 2002-03. From the Table 3.6 we can infer that 
taxes on commodities and services occupied the highest position. Its share was Rs. 
2696,950 lakhs in 1990-91, which increased to high level of Rs. 12455616 lakhs in 
2002-03, an increase of 4.61 times. Out of taxes on commodities and services, sales 
tax occupied the highest share followed by excise duty. The share of sales tax was Rs. 
1766703 lakhs in 1990-91, which increased to Rs. 8,603,779 729 lakhs in 2002-03. 
Excise duty increased from Rs. 479515 lakhs to just 3.96 times in 2002-03 that is Rs. 
18,99,2401 lakhs. Taxes on vehicles, goods and passengers, taxes on electricity and 
entertainment tax all showed the moderate rise (See Appendix Table A 3.1). The 
share of tax^s on vehicles was highest. Its share was Rs. 156,627, which increased Rs. 
844,102 lakhs in 2002-03. The share of entertainment tax was lowest. Its share was 
Rs. 43,087 in 1990-91, which moderately increased to Rs. 79,965 lakhs in 2002-03. 
The second position was occupied by taxes on property and capital 
transactions. It share was Rs. 274,158 lakhs in 1990-91, which increased to 5.62 limes 
and became Rs. 1542.438 lakhs in 2002-03 Out of it, the share of stamps and 
registration fees was highest. It was Rs. 211231 lakhs, which increased 6.43 times and 
became Rs. 1359, 561 lakhs in 2002-03. 
Taxes on Income occupied the lowest position. Its share in taxes was only Rs. 
63,375, which increased only 3.41 times to Rs. 216, 245 lakhs in 2002-03. The share 
of agriculture income taxes in taxes on income was Rs. 19807 in 1990-91, which 
declined to Rs. 4681 lakhs in 2002-03. 
The compound growth rate and buoyancy of taxes of all states are presented in 
Table3.6. The compound growth rate of taxes on income during the period 1990-91 to 
2002-03 was 14.42 percent and buoyancy was 1.03. Out of taxes on Income the 
compound growth rate and buoyancy of agricultural income tax was negative. The 
compound growth rate of taxes on professional trades, ceilings and employment was 
17.42 percent and its buoyancy was above unity. The compound growth rate of taxes 
on property and capital transactions was 14.6 percent and buoyancy was moderately 
above unity. Out of taxes on property and capital transactions, the buoyancy of land 
revenue and urban inunovable property tax was below unity. The compound growth 
rate of taxes^on commodities and services was 13.71 percent and buoyancy was above 
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unity. The compound growth rate of sales tax and excise duty was 14.25 percent and 
12.46 percent respectively. The buoyancy of sales tax was above unity and that of 
excise was below unity. The buoyancy of taxes on goods and passengers, electricity, 
entertainment tax showed the buoyancy coefficient below imity. 
However, during the period 2000-01 to2002-03 the compound growth rate of 
taxes on Income decreased to 4.76 percent and buoyancy coefficient was 0.17. Out of 
it, agricultural income tax showed negative compound growth rate and buoyancy. The 
compound growth rate of taxes on property and capital transactions increased to 17.42 
percent while was buoyancy was above unity. Out of it, only stamps and registration 
fees showed buoyancy above xmity while buoyancy of land revenue and urban 
immovable property tax was below unity. The Compound growth rate of taxes on 
commodities decreased during this period to 9.01 percent and buoyancy rate was 
below unity. Out of it, sales tax and excise duty also showed buoyancy level below 
unity. 
Thus from Table3.6 we observe that taxes on commodities and services 
occupied the highest position. Out of it, sales tax predominate the profile of tax 
revenue and'its relative importance has increased. The CGR and buoyancy of sales tax 
was high. There is marginal improvement in share of stamp duties and registration 
fees. Its buoyancy was above unity in all the three period. The buoyancy coefficient of 
excise duty was below unity in all the three periods. The below unity buoyancies of 
state excise duties, motor vehicle tax and agricultural income tax was also observed. 
Agricultural income tax continues to be untaxed for long. 
It is a high time that either the state governments should pass their right of 
taxing agricultural incomes to the Central government or themselves initiate measures 
to raise resources at least fi-om the better off sections of the farming community. This 
arrangement would be beneficial in raising the more resources of states. 
dS 
Table 3.7 
Relative Share of Different Taxes (Percentage Share in Respective Totals) 
All States 
Taxes on Income 
a) Agricultural Income Tax 
Taxes on property and Capital 
a) Stamps and registration fees 
Taxes on commodities and services 
a) Sales Tax 
b) Sales Excise 
1990-91 
0.95 
0.30 
4.12 
3.18 
40.58 
26.58 
7.21 
1995-96 
0.61 
0.11 
5.32 
4.31 
40.76 
25.93 
6.23 
2000-01 
0.85 
0.04 
4.70 
4.07 
44.05 
30.83 
6.74 
2001-02 
1.20 
0.02 
5.08 
4.37 
43.83 
30.07 
6.69 
2002-03 
0.77 
0.02 
5.50 
4.85 
44.43 
30.69 
6.78 
Source: 'i'able 3.6 and Calculated 
Tables.7 presents tlie relative share ol' major taxes of state governments as 
percentage to total receipts. From the Table-3.7 we can see that among the taxes of 
state governments, taxes on commodities and services occupied the highest position. 
Its share was 40.58 percent in 1990-91, which increased to 44.05 percent in 2000-01 
and further to 44,43 percent in 2002-03. Out of taxes on commodities and services, 
sales tax occupied the highest position with share of 26.58 percent in 1990-91, which 
went further to 30.69 percent in 2002-03. Next position was occupied by state excise 
duty whose share was 7.21 percent in 1990-91, which declined by one percentage 
point in 2002-03 at moved at 6.78 percent. Lowest share was occupied by 
entertainment tax. In 1990-91 its share was just around 0.65 percent, which decreased 
to 0.29 percent in 2002-03. Taxes and duties on electricity were also low. It was 1.78 
percent in 1990-91, which moderately increased to 1.87 percent in 2002-03. Taxes on 
property and capital transactions followed the second position. Out of which, taxes on 
stamps, registration fees showed a moderate increase. Its share was 3.18 percent in 
1990-91 that increased mildly to 4.85 percent in 2002-03. 
Taxe;s on income occupied a last position and showed a declining trend. Out of 
taxes on income, agricultural income was 0.30 percent in 1990-91 that went to 
negligible level of 0.02 percent in 2002-03. 
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Table3.8 
Relative Share of Different Taxes, Ratio in GSDP (in Percentage) 
All States 
Taxes on Income 
a) Agricultural Income Tax. 
2) Taxes on property and Capital 
transactions 
a) Stamps and registration fees 
3) Taxes on commodities and services 
a) Sales Tax 
b) Sales Excise 
1990-91 
0.11 
0.03 
0.48 
0.37 
4.74 
3.11 
0.84 
1995-96 
0.07 
0.01 
0.61 
0.50 
4.69 
2.99 
0.72 
2000-01 
0.09 
0.01 
0.54 
0.46 
5.02 
3.51 
0.77 
2001-02 
0.13 
0.00 
0.57 
0.49 
4.93 
3.38 
0.75 
2002-03 
0.08 
0.00. 
0.60 
0.53 
4.81 
3.32 
0.73 
Source: Table 3.6 and Calculated 
The above Table shows the relative share of different taxes as ratio in GSDP 
during the period 1990-91 to 2002-03. Again taxes on commodities and services 
occupied the highest position as ratio in GSDP. It was 4.74 percent in 1990-91 that 
followed the same position during the period under study. Out of taxes on 
commodities and services, sales tax has the highest ratio in GSUP. It remained around 
between 3 to 4 percent during the period. 
As for as the ratio of taxes on income is concerned it showed a declining trend. 
It was only 0.11 percent in 1990-91, which decreased to 0.08 percent in 2002-03. Out 
of taxes on income, agricultural income tax ratio in GSDP was 0.03 percent, which is 
insignificant, and it became to 0.00 percent in 2002-03. 
Table3.9 
Relative Share of Different Taxes, Per Capita (in Rupees) 
All States 
Taxes on Income 
a) Agricultural Income Tax 
2) Taxes oi\ property and Capital 
transactions 
.1) Sliiinps tiiid rcgislruliuii fees 
3) Taxes on commodities and services 
u) Sales Tax 
b) Sales Excise 
1990-91 
7.55 
2.36 
32.68 
2S.I8 
321.45 
210.57 
57.15 
1995-96 
9.01 
1.66 
, 78.48 
63.62 
601.46 
382.71 
91.87 
2000-01 
19.34 
1.66 
109.78 
94.94 
1028.69 
719.96 
157.37 
2001-02 
19.34 
1.05 
125.21 
107.84 
1080.56 
741.42 
165.00 
2002-03 
20.46 
0.44 
145.91 
128.61 
1,178.26 
813.89 
179.68 
Source: Table 3.6 and Calculated 
Table 3.9 provides evidence on per capita relative share of different taxes. As 
regarding the per capita relative share of different taxes of slates we find that it 
followed a similar trend that of percentage share in respective total. Again sales tax 
occupied the highest position. Its per capita was Rs. 210.57 per person in 1990-91, 
which increased around four times to Rs. 813.89 in 2002-03. 
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Agricultural income tax showed declining trend it was only Rs. 2.36 in 1990-
91, which fell to Rs. 1.09 in 1996-97 and further to Rs. 0.44 in 2002-03. 
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It may be observed from the Table 3.10 that the major sources of non-tax 
revenues of states are interest receipts, dividends of public enterprises, social services, 
general services, economic services and fiscal services. The major sources of states 
own non-tax revenue was economic services. It share in 1990-91 was Rs 43,8097 
Lakhs which increased to in 2002-03 .Next position was occupied was interest 
receipts. It share was Rs. 24,0347 Lakhs, which increased to Rs. 57,9246 Lakhs in 
1995-96 and then to Rs. 950,146 Lakhs in 2002-03. The non-tax revenue from general 
services rose from Rs. 191316 lakhs in 1990-91 to Rs. 88148 lakhs in 2002-03. 
As noticed from the Table.3.10 and Graph 3.2 collection from the non-tax 
revenue from social services have been low. It rose merely from Rs. 58576 Lakhs in 
1990-91 to Rs. 109510 Lakhs in 1995-96 and then to Rs. 285583 Lakhs in 2002-03. 
Any review of merit and non-merit subsidies is bound to yield positive increased on 
this sources. 
In sharp contrast to social services, revenues of states from economic services 
have risen steadily going up from Rs. 438097 Lakhs in 1990-91 to Rs. 1437185, an 
increase of 33 times. The revenue from economic services was the highest amongst 
the services sources under non-tax revenues of the states during the period under 
study. 
The share of dividends also reflects the poor recoveries. It share was Rs. 3371 
Lakhs in 1990-91, which marginally increased to Rs. 10325 lakhs in 1995-96 and then 
to Rs. 32760 lakhs in 2002-03. Thus during the period imder study the share of social 
services, fiscal services, as well as dividends has gone down. The difference is made 
up by on increased share of receipts from general services. 
The compound growth rate and buoyancy of own-non-tax revenue of states 
during the period 1990-91 to 2002-03 are also presented in Table 3.10. The compound 
growth rate of non-tax revenue of states was 10,77 percent in 1990-91 to 2002-03 
which increased to 12.59 percent in 1990-91 to 1999-00 and decreased to 6.77 percent 
in the period 2002-01 to 2002-03. The buoyancy of states ovra non-tax receipts was 
below unity during these sub-periods. 
The compound growth rate of general services was 13.44 percent during the 
period 1990-91 to 2002-03 which increased to 17.32 percent in 1999-91 to 1999-00 
and fiirther to 20.24 percent during the period 2002-01 to 2002-03. Its buoyancy 
coefficient was above unity during the all these periods. 
Ihe compound growth rate of economic services was 9.46 percent in 1990-91 
to 2002-03,10.30 percent in 1990-91 to 1999-00 and then to 11.97percent in 2000-01 
to 2002-03. Its buoyancy was below unity in the period 1990-91 to 2002-03 and 1990-
91 to 1999-00 but increased moderately and became above unity in period 2002-01 
to2002-03. 
The fcompound growth rate of interest receipts was 10.55 percent in the period 
1990-91 to 2002-03 while buoyancy of interest receipts was 0.80. The compound 
growth rate and buoyancy was negative if we see the period 2000-01 to 2002-03. The 
compound growth rate of dividends and profits was 14.88 percent in the period 
1990-91 to 2002-03 and buoyancy was moderately above unity. Its growth rate during 
the period 2000-01 to 2002-03 was 45.71 percent and buoyancy coefficient was 3.84. 
The compound growth rate of social services was 13.98 percent while that of fiscal 
services was only 6.63 percent in period 1990-91 to 2002-03. The buoyancy of social 
services was moderately above unity while that of fiscal services was below unity in 
the period 1990-91 to 2002-03. The compound growth rate and buoyancy of fiscal 
services became negative in the period 2000-01 to2002-03.. 
Thus from Table 3.10 we conclude that non-tax receipts from economic 
services was highest in rupees terms. The revenue from general services was lower 
than those of economic services. The share of dividends social services and fiscal 
services has gone down. The CGR of dividends and profit was highest, while that 
fiscal services was lowest during the period 1990-91 to 2002-03. The buoyancy of 
dividends and profits, general services and social services was above unity while that 
of interest receipts, fiscal and economic services as below unity. However, during the 
period 2000-01 to 2002-03 the CGR of interest receipts and fiscal services become 
negative. The CGR of burdens and project reached highest level of 45.71 percent. 
Table 3.11 
Composition of Own Non-Tax Receipts (Percent Share in Respective Total) 
All States 
Own Non-Tax Revenue 
1) Interest receipts 
Dividends and profit 
2) General Service 
3) Social Services 
4) Fiscal Services 
S) Economic Services 
1990-91 
13.90 
3.62 
0.05 
2.88 
0.88 
0.00 
6.47 
1995-96 
16.74 
4.23 
0.08 
5.64 
0.80 
0.00 
5.98 
2000-01 
13.22 
4.81 
0.06 
2.56 
0.97 
0.00 
4.82 
2001-02 
12.63 
3.60 
0.05 
3.12 
1.00 
0.00 
4.86 
2002-03 
12.79 
3.39 
0.12 
3.14 
1.02 
0.00 
5.13 
Source: Table 3.10 and Calculated 
fid 
Table-3.11 shows the own non-tax revenue of all states as percent share in 
respective totals. The own non-tax revenue of states was 13.90 percent in 1990-91, 
which increased to 17.710 percent in 1994-95, after that it showed a declining trend 
and became 16.74 percent in 1995-96 and ftirther decline to 12.79 percent in 2002-03. 
In states, own non-tax revenue the highest share was of economic services. It 
share was 6.47 percent in 1990-01 which increased moderately to 6.75 percent in 
1992T93. After that it showed a declining trend and became 5.13 percent in 2002-03. 
Interest receipts occupied next share. It shares in states own non-tax revenue was 3.26 
percent in 1990-91 which increased to 4.32 percent in 1995-96 and then decreased to 
3.39 percent in 2002-03. The share of general services was 2.88 percent in 1990-91, 
which increased to 5.91 percent in 1994-95 and after that it showed a declining trend 
and decreased to 3.39 percent in 2002-03. 
The share of social services was just 0.88 percent, >in^  X5^ -4yl<i^ /-^ 5l^ ch 
moderately increased to 1.02 percent in 2002-03. 
The share of fiscal services was 0.00 percent durir^ jg t|e wbote'period in 1^90i| 
91 to 2002-03. 
Tables. 12 
Composition of Own Non-Tax Receipts, Ratio in GSDP (in Percentage) 
All States 
Own Non-Tax Revenue 
1) Interest receipts 
Dividends and profit 
2) General Service 
3) Social Services 
4) Fiscal Services 
S) Economic Services 
Source: Table 3.10 and Ca 
1990-91 
1.62 
0.42 
0.01 
0.34 
o.to 
0.00 
0.76 
culated 
1995-96 
1.93 
0.49 
0.01 
0.65 
0.09 
0.00 
0.69 
2000-01 
1.51 
0.55 
0.01 
0.29 
0.11 
0.00 
0.55 
2001-02 
1.42 
0.41 
0.01 
0.35 
0.11 
0.00 
0.55 
2002-03 
1.39 
0.37 
0.01 
0.34 
0.11 
0.00 
0.56 
As far as the position of own non-tax revenues as ratio in GSDP is concerned 
are presented in Table 3.12, which also showed a decreasing trend. It was 1.62 percent 
in 1990-91, which decreased 1.39 percent m 2002-03. The share of economic services 
was 0.76 percent in 1900-91, which decreased to 0.56 percent in 2002-03. The share 
of interest receipts was 0.42 percent in 1990-91, which decreased to 0.37 percent in 
2002-03. 
The share of economic services of all states in GSDP remained around 0.34 
percent during the whole study period. The share of social services remained around 
0.09 to O.ll percent during the period of study. The share of fiscal services was 
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negligible. The share of economic services was 0.76 percent in 1990-91 that 
decreased to 0.69 percent in 1995-96 and then to 0.56 percent in 2002-03. 
Table 3.13 
Composition of Own Non-Tax Receipts, Per Capita (in Rupees) 
All States 
Own Non-Tax Revenue 
1) Interest receipts 
Dividends and profit 
2) General Service 
3) Social Services 
4) Fiscal Services 
S) Economic Services 
1990-91 
110.10 
28.65 
0.40 
22.80 
6.98 
0.00 
51.26 
1992-93 
147.75 
45.16 
1.21. 
21.15 
9.72 
0.01 
70.50 
1994.95 
238.55 
59.08 
0.81 
79.54 
10.62 
0.00 
88.49 
2000-01 
308.68 
112.24 
1.51 
59.74 
22.68 
0.01 
11.2.49 
2002-03 
339.21 
89.88 
3.10 
83.26 
27.02 
0.01 
135.95 
Source: Table 3.10 and calculated 
The per capita own non-tax revenues of states showed an increasing trend 
(Table 3.13). It was Rs. 110.10 in 1990-91 that mcreased to Rs. 339.21 in 2002-03. 
The per capita economic services also showed an increasing trend and it was Rs. 
51.26 in 1990-91, which went up to Rs. 135.95 in 2002-03. The per capita interest 
receipts was Rs. 28.65 in 1990-91, which increased to Rs. 89.88 in 2002-03. 
Per capita general services were Rs. 22.80 in 1990-91, which became to Rs. 
83.26 in 2992-03. 
Per capita dividends and profits were also low. It was Rs. 0.40 in 1990-91 
which moderately increased to Rs. 3.10 in 2002-03. 
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Graphs 3.4 
Revenue Expenditure and Capital Expenditure, All States (Rupees in 
Lakhs), 1990-91 to 2002-03 
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3.1 Trends of Expenditure 
Table 3.14 and Graph 3.4 present's revenue and expenditure trends of the 
components of expenditures of all states during tiie period 1990-91 to 2002-03. 
Revenue expenditure of all states increased at a faster pace than increase in the 
revenue receipts of states. The total expenditure of states was Rs. 9108,805, lakhs that 
increased to 4.61 times and became Rs. 420 46217 lakhs in 2002-03. Regarding, the 
position of revenue expenditure it increased 4.67 times during the period 1990-91 to 
2002-03 and became Rs. 33545076 lakhs in 2002-03. The capital expenditure of states 
was Rs. 1931,230 lakhs m 1990-91, which increased 4.40 fold during the period and 
became Rs. 8501141 lakhs in 2002-03. 
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The compound growth rate of total expenditure was 13.80 percent, while that 
of revenue and capital expenditure was 14.16 percent and 12.20 percent in period 
1990-91 to 2002-03 respectively. The buoyancy of total expenditure and revenue 
expenditure was moderately above unity and that of capital expenditure was below 
unity. 
It we take the study period 1990-91 to 1999-00 the compound growth rate of 
total expenditure and that of revenue and capital expenditure was above 10 percentage 
and buoyancy was below unity. However in the period 2002-01 to 2002-03 the growth 
rote of total expenditure was 10.5 percent that of revenue expenditure was 7.17 
percent and of capital expenditure was 23.57 percent. The buoyancy coefficient of 
total and revenue expenditure was below unity and that of capital expenditure was 
2.01. 
Table 3.15 
Components of Expenditure, Ratio in GSDP (in Percentage) 
All States 
Revenue Expenditure 
Capital Expenditure 
Total Expenditure 
1990-91 
12.62 
3.40 , 
16.02 
1992-93 
12.21 
2.74 
14.95 
1994.95 
13.91 
2.66 
16.62 
2000-01 
13.86 
2.75 
16.61 
2002-03 
12.96 
3.28 
16.25 
Source: Table 3.14 and calculated 
Table 3.15 represents the revenue, capital and total expenditure of ratio in 
GSDP of all states expenditure during the period 1990-91 to 2002-03. The total 
expenditure ratio in GSDP, during the period under study showed moderate 
fluctuations. It remained above 14 percent with highest level of 16.25 percent during 
2002-03. As regarding the revenue expenditure. GSDP ratio, it was much higher than 
the capital expenditure GSDP ratio. The revenue expenditure GSDP ratio was 12.62 
percent in 1990-91, which increase to only percentage point and it became 13.95 
percent in 2000-07. Capital expenditure GSDP ratio was 3.40 percent in 1990-91, 
which showed a declining trend during the period and it became to 3.28 percent in 
2002-03. 
Thus we can observe from Table 3,15 that the revenue expenditure is 
increasing at a faster rate than capital expenditure. The composition of public 
expenditure is highly imbalanced, salaries and interest payments claming lion's share 
of total expenditure. What is quite alarming in the expenditure analysis is that the 
revenue expenditure accoiuits for more than 80 percent of the total expenditure. 
The CGR of revenue expenditure is greater than the capital expenditure in all 
the three periods. 
Table 3.16 
Components of Expenditure, Per Capita (in Rupees) 
All States 
Revenue Expenditure 
Capital Expenditure 
Total Expenditure 
1990-91 
8SS.49 
230.18 
108S.67 
1992-93 
1564.23 
351.45 
1915.68 
1994.95 
2860.86 
546.39 
3.407.24 
2000-01 
3036.29 
602.20 
3.638.49 
2002-03 
3,173.24 
804.18 
3.977.42 
Source: Table 3.14 and Calculated 
From Table 3.16 we can see that the per capita total expenditure showed an 
increasing trend during the period 1990-91 to 2002-03 It was Rs. 1085.67, which 
further increasing to Rs 1915.65 in 1995-96 and then to Rs 3,977.42 in 2002-03. Per 
capita revenue expenditure showed increasing trend than the capital per capita capital 
expenditure. Per capita expenditure was Rs. 855.49 in 1990-91, which increased to 
Rs. 3,173.24 in 2002-03. Per capita expenditure was Rs. 230.18 in 1990-91, which 
moderately increased to Rs. 351.45 in 1995-96 and then to Rs 804.18 in 2002-03. 
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Graphs 3.5 
Developmental and Non-Developmental Revenue Expenditure of All 
States (Rupees in Lakhs), 1990-91 to 2002-03 
20000000 
18000000 
16000000 
„ 14000000 
I 12000000 
•3 10000000 
8000000 
6000000 
4000000 
2000000 
0 
& 
J" J" J" V*** ^* ^ J"^ N^  J-'^^ '^  K^ </* «/ * \^ 
S # ^ # ^^ C^?^  K ^ K # S ^ SC?^  ^. S^  
Years 
Development Expenditure Non-Developmental Expenditure 
Table 3.17 outlines the trends in developmental and non-developmental 
revenue expenditure of all states during the period 1990-91 to 2002-03. It more clear 
from Graph 3.5 that both developmental and non-developmental revenue expenditure 
of states continued to raise during the period under study. The developmental revenue 
expenditure of states was Rs. 488S471 lakhs in 1990-91, which increased to 3.69 
times and became Rs. 180S8076 lakhs in 2002-03. The non-developmental revenue 
expenditure was Rs. 2213699 lakhs in 1990-91, which increased 6.72 times and 
became Rs. 14,881769 lakhs in 2002-03. 
The compound growth rate of developmental revenue expenditure was 12.07 
percent while that of non-developmental revenue expenditure was 17.S percent during 
the period 1990-91 to2002-03. The buoyancy of developmental revenue expenditure 
was below unity and that of non-developmental revenue expenditure was above unity, 
which shows that non-developmental revenue expenditure increased at a faster pace 
than developmental revenue expenditure. 
If we take the period 2000-01 to 2002-03 the compound growth rate of 
developmental revenue expenditure was 3.52 percent while that of non-developmental 
fiO 
revenue expenditure was 12.28 percent. The buoyancy coefficient of non-
developmental revenue expenditure was 0.32 and that of non-developmental revenue 
expenditure 1.04. 
Thus from Table 3.17 and 3.18 we interpret that developmental and non-
developmental revenue expenditure of all states showed a rising trend during the 
period under study. The non-developmental revenue expenditure increased almost two 
times than the non-developmental revenue expenditure. 
The compound growth rate of non-developmental revenue expenditure was 
highest than the developmental revenue expenditure during the period 1990-91to 
2002-03 that shows that the share of interest payments pensions are increasmg at 
faster pace. Similarly the buoyancy of non-developmental revenue expenditure is 
greater than pne while that of development revenue expenditure is less than one. If we 
observe the period 2000-01 to 2002-03 the CGR of non-developmental revenue 
expenditure was 12.28 percent while that of non-developmental revenue expenditure 
is just 3.52 percent. The buoyancy of non-developmental revenue expenditure is 
greater than one. 
If we observe the percentage share of developmental expenditure and non-
developmental revenue expenditure, the revenue non-developmental increased more 
rapidly than developmental revenue expenditure. 
Table 3.18 
Developmental and Non-Developmental Revenue Expenditure 
(Percentage Share in Respective Totals) 
All States ' 
1) Developmental Expenditure 
2) Non-Developmental Expenditure 
1990-91 
68.07 
30.84 
1992-93 
61.57. 
37.50 
1994.95 
57.81 
40.50 
2000-01 
55.12 
43.41 
2002-03 
53.83 
44.36 
Source: Table 3.17 and computec 
Table 3.18 shows the share of developmental and non-developmental revenue 
expenditure in total expenditure in percentage terms. 
From the Table 3.18 we can see that the developmental revenue expenditure 
showed a declining trend during the period of study. For all states it was 68.07 percent 
in 1990-91, which declined to 62.83 percent in 1996-97 and further, declined to 53.83 
percent in 2002-03. While the share of non-developmental revenue expenditure in 
total expenditure expressed in percentage term showed an increasing trend. It was 
30.84 percent in 1990-91, which further increased to 36.02 percent in 1996-97 and 
then to 44.36 percent in 2002-03. 
Tabic 3.19 
Developmental and Non-Developmental Revenue Expenditure, Ratio in GSDP 
(inPereentage) 
All States 
1) Developmental Expenditure 
2) Non-Develoipmental Expenditure 
1990-91 
8.S9 
3.'89 
1995-96 
8.06 
5.65 
2002-03 
6.98 
5.75 
Soikrce: Table 3.17 and Calculated 
Table 3.19 presents the ratio of developmental and non-developmental 
revenue expenditure of all states in GSDP. The ratio of developmental expenditure m 
GSDP in 1990-91 was 8.59 which percent, which decreased to 7.76 percent and 
further to 6.98 percent in 2002-03. 
In case of non-developmental revenue expenditure its ratio showed an 
increasmg trend during the period 1990-91 to 2002-03. It was 3.89 percent in 1990-
91, which went to 4.45 percent in 1996-97 then agam rose to 5.75 percent in 2002-03. 
Table 3.20 
Developmental and Non-Developmental Revenue expenditure, Per Capita 
(in Rupees) 
All States 
1) Developmental Expenditure 
2)Non-Developmental Expenditure 
1990-91 
582.30 
230.18 
199^93 
727.80 
361.31 
1994-95 
869.98 
530.32 
1995-96 
1653.72 
1,158.54 
2002-03 
1.708.23 
1,407.76 
Source: Table 3.17 and Calculated 
Table 3.20 presents per capita developmental and non-deveiopmental revenue 
expenditure during the period 1990-91 to 2002-03. We find that both of them showed 
a rising trend. The per capita developmental revenue expenditure was Rs. 582.30 in 
1990-91, which increased to Rs. 1,125.70 in 1996-97 and further to Rs. 1708.23 in 
2002-03. 
The per capita non-developmental revenue expenditure was Rs. 263.85 in 
1990-91, which increased to Rs. 645.43 in 1996-97 and further to Rs 1407.76 in 2002-
03. . 
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Tables.21 shows the components of developmental revenue expenditure of all 
states during the period 1990-91 to 2002-03. The developmental revenue expenditure 
of states consists of expenditure on social and economic services. The social services 
expenditure of states consists of expenditure on education sports, art and culture, 
medical and public health and family welfare, schedule caste and schedule tribes, 
nutrition, relief on account of natural calamities etc. The expenditure on economic 
services includes expenditure on agriculture and allied services, rural development, 
special area progranmie, irrigation and flood control, energy, industry and minerals, 
transport and communication etc. The trend analysis of share of social and economic 
services is shown in Graphs.6. 
a) Social service expenditure: - The social service expenditure showed rising trend 
during the study period. The social service revenue expenditure was Rs. 2796,229. 
lakhs in 1990-91 which increased to 3.98 times and became Rs. 11,152 844 lakhs in 
2002-03. A major portion of states social service expenditure was towards education, 
which followed a similar trend to that of social service. The developmental revenue 
expenditure on education was Rs. 1552777 Lakhs in 1990-91, which increased to 4.01 
times and became Rs. 6240655 lakhs 2002-03. The developmental revenue 
expenditure on medical and public health was Rs. 45,8,562 lakhs, which increased 
only 3.04 tunes to Rs. 13,95,849 lakhs in 2002-03. The highest developmental 
revenue expenditure was on wata: supply and sanitation, which was 35,426 lakhs in 
1990-91 and became Rs. 355,328 lakhs in 2002-03. The expenditure on family 
welfare and social security and welfare was very low. (See Appendix A Table 3.2). 
The compound growth rate of social services expenditure was 13.53 percent in 
the period 1990-91 to 2002-03 while the buoyancy coefficient was 0.99. The 
compound growth rate during the period 2000-01 to 2002-03 was only 3.13 
percentage and buoyancy was below unity. The growth rate of expenditure on 
education was 13.77 percent in 1990-91 to 2002-03 and buoyancy was just unity. 
However the buoyancy rate was below unity during the period 2000-01 to 2002-03. 
The compound growth rate of expenditure on medical and public health was 
10.24 percent and buoyancy was below unity. 
The compound growth rate of expenditure urban development was 18.49 
percent, which was highest amongst all the items during the period 1990-91 to 2002-
03. Its buoyancy rate was above unity. The buoyancy of social service expenditure 
items like water supply and sanitation, housing, welfare of schedule caste and 
schedule tribe, relief on account of natural calamity was below unity during the period 
1990-91 to 2002-03. During the period 2000-01 to 2002-03 all the items of 2revenue 
social service expenditure except urban development and social security and welfare 
showed buoyancy level below unity. 
b) The economic services expenditure: - The share of economic services also showed 
a rising trend during the period 1990-91 to 2002-03. The revenue economic services 
development expenditure was Rs. 20892421 Lakhs in 1990-91, which increased 3.30 
times and became to Rs. 69052321 lakhs in 2002-03. Out of economic services the 
expenditure lOn agriculture and allied activities-was highest. It was Rs. 626681 lakhs 
in 1990-91, which increased 2.61 times and became Rs. 1638780 lakhs in 2002-03. 
The expenditure on rural development occupied second position. Its share was Rs. 
467515 lakhs, which increased only 2.51 times to Rs. 1175274 lakhs in 2002-03. 
The third major economic service revenue expenditure was on irrigation and 
flood control. Its share was Rs. 345620 lakhs in 1990-91, which increased 3.38 times 
and became Rs. 1171055 lakhs in 2002-03. 
The expenditure on transport and communication was Rs. 233595 lakhs in 
1990-91, which increased to Rs 793911 lakhs in 2002-03. 
The compound growth rate of economic services during the period 1990-91 to 
2002-03 was 10.03 percent and buoyancy coefficient was 0.75. The compoimd growth 
rate of agriculture and allied activities was. 8.56 percent, rural development 7.28 
percent, irrigation and flood control was 10.55 percent. The buoyancy coefficient of 
all these items was below unity. However, during the period 2000-01 2002-03 the 
compound growth rate of economic services was 3.86 percent while buoyancy was 
below unity. The buoyancy rate of expenditure on Agriculture and allied activities, 
rural development, irrigation and flood control, energy was below unity. The 
buoyancy of expenditure on transport and communication was above unity. 
Thus we infer from the Table3.21and Graph3.6 that development revenue 
expenditure on social services overtook the economic services during the period 
1990-91 to 2002-03 due to reduced allocation for energy, industry and minerals. The 
compound grov^ rate of social services was greater than economic service but the 
buoyancy of both the expenditure was below unity. 
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Table 3.22 
Major Components of Developmental Revenue Expenditure 
(Piercentage Share in Respective Total) 
All States 
1) Developmental 
Expenditure (A+B) 
A) Social Services 
1) Education Sport Art 
and culture 
2) Medical and Public 
Health 
B) Economic Services 
1) Agriculture and allied 
activities 
2} Rural Development 
3) Irrigation and flood 
control I 
4) , Transport and 
communication 
1990-91 
68.07 
38.96 
21.63 
6.39 
29.11 
8.73 
6.51 
4.82 
3.25 
1992-93 
61.57 
36.97 
19.94 
4.71 
24.60 
6.85 
4.53 
4.96 
3.06 
1994-95 
57.81 
35.85 
20.52 
4.48 
21.96 
5.31 
3.44 
4.01 
2.09 
1995-96 
55.12 
34.19 
19.11 
4.26 
20.93 
5.01 
3.24 
3.50 
2.06 
2002-03 
53.83 
33.25 
18.60 
4.16 
20.58 
4.89 
3.50 
3.49 
2.37 
Source: Table3.21 and Calculated 
Graphs 3.6 
Revenue Expenditure of All States of which Social and Economic Services 
(Rupees in Lakhs), 1990-91 to 2002-03 
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Tablc-3.22 shows the relative components of developmental revenue 
expenditure as percentage to totals during the period under study. It can be seen that 
the share of developmental revenue expenditure in total expenditure showed a 
decreasing trend. It was 68.07 percent in 1990-91, which decreased to 61.57 percent 
in 1995-96 and further to 53.83 percent in 2002-03. Out of developmental revenue 
expenditure, social services expenditure showed increasing trend than economic 
services. The social services expenditure was 38.96 percent in 1990-91 out of which 
21.63 percent was spent on education, sports, art and culture, followed by expenditure 
on medical and public health that was 6.39 percent. The social services expenditure 
mildly deceased to 33.25 percent in 2002-03. Regarding the share of economic 
services it share was 29.11 percent in 1990-91 out of which largest is spent on 
agriculture and allied activities (87.3 percent). The expenditure on science, 
technology and environment which was just 0.04 percent in 1990-91 and decreased to 
0.03percent in 2002-03.The share of transport and communication in economic 
services was 3.25 percent in 1990-91 which decreased to 2.37 percent in 2002-03. 
Table 3.23 
Major Components of Developmental Revenue Expenditure, Ratio in GSDP 
(in Percentage) 
All States 
1) Developmental 
A) Social Service 
1) Education Sports art and culture 
2) Medical and Public Health 
B) Economic Services 
1) Agriculture and allied activities 
2) Rural development 
3) Irrigation and flood control 
Transport and Communication 
1990-91 
4.92 
2.73 
0.81 
3.67 
1.10 
0.82 
0.61 
0.41 
1995-96 
4.51 
2.43 
0.57 
3.00 
0.84 
0.55 
0.60 
0.37 
2000-01 
5.00 
2.86 
0.62 
3.06 
0.74 
0.48 
0.56 
0.29 
2001-02 
4.74 
2.65 
0.59 
2.90 
0.69 
0.45 
0.49 
0.29 
2002-03 
4.31 
2.41 
0.54 
2.67 
0.63 
0.45 
0.45 
0.34 
Source: Table 3.21 and calculatec 
Table-3.23 highlights the position of developmental revenue expenditure as 
ratio in GSDP. We find that social services ratio was highest than that of economic 
services in the period 1990-91 to 2002-03. The GSDP ratio of social services was 4.92 
percent m 1990-91, which that of economic services was 3.67 percent in 1990-91. The 
ratio of so6ial services expenditure increased to 5 percent in 2001-02, which 
moderately declined to 4.31 percent in 2002-03. The economic services ratio declined 
to 2.86 in 1998-99 and further to 2.67 percent in 1990-91. The social services 
expenditure GSDP ratio was highest in case of education, sports art and culture. The 
^0 
economic services expenditure GSDP ratio was highest in case of agriculture and 
allied activities, while lowest in case of science, technology and environment that 
went 0.00 percent in 2002-03. 
The ratio of transport and communication in GSDP was 0.41 percent in 1990-
91, which decreased to 0.37 percent in 1995-96 and then toO.29 percent in 2002-01. 
Table-3.24 
Components of Developmental Revenue Expenditure, Per Capita (in Rupees) 
All States 
1) Developmental 
A) Social Service 
1) Education Sports art and 
culture 
2) Medical and Public Health 
D) Economic Services 
1) Agriculture and allied activities 
2) Rural development 
3) Irrigation and flood control 
Transport and Communication 
1990-91 
S82.30 
333.28 
185.07 
54.66 
249.02 
74.69 
55.72 
41.19 
27.84 
1995-96 
963.06 
578.28 
311.88 
73.62 
384.78 
107.14 
70.87 
77.10 
47.99 
2000-01 
1653.72 
1025.51 
587.10 
128.01 
628.15 
151.99 
98.32 
114.64 
59.83 
2001-02 
1673.72 
1038.06 
580.30 
129.46 
635.40 
152.25 
98.33 
106.41 
62.55 
2002-03 
1,708.23 
1055.02 
590.34 
132.04 
653.21 
155.02 
111.16 
110.78 
75.10 
Source Table3.21 and calculated 
The per capita developmental revenue expenditure of all states during the 
period 1990-91 to2002-03 is presented in Table3. 24 The per capita development 
revenue expenditure showed an increased trend. It was Rs. 582.30 in 1990-91, which 
increased to Rs. 963.06 in 1995-96 and further to Rs. 1708.23 in 2002-03. 
The per capita developmental revenue expenditure on social services was Rs. 
333.28, which increased to Rs. 10555.02 in 2002-03. The per capita social services 
expenditure was highest on education, sports art and culture. It was Rs. 185.07 in 
1990-91 that went up to Rs. 590.34 in 2002-03. Next position was occupied by 
medical care and public health. It was Rs. 54.06 in 1990-91, which became to Rs. 
132.04 in 2002-03. The per capita expenditure on family welfare was nil till year 
1994-95 and in year 1995-96 it just became to Rs. 17.85, which further increased to 
Rs. 22.54 in 2002-03. The lowest per capita social services expenditure was on labor 
and labour welfare. It was just Rs. 5.4 0 in 1990-91, which moderately increased to 
Rs. 11.58 in 2002-03. (See Appendix Table A3.2). 
The per capita developmental revenue expenditure on economic services also 
showed increasing trend but it was less than on social services. It was Rs. 249.02 in 
1990-91, which just triple to Rs. 650.21 in 2002-03. The highest per capita 
expenditure in services was in case of agriculture and allied activities, which was Rs. 
74.69 in 1990-91 and went up to Rs. 155.02 in 2002-03. Next position was occupied 
70 
by expenditure on rural development. It was Rs, 55.72 in 1990-91, followed by Rs 
111.16 in 2002-03. 
The lowest per capita expenditure in case of economic services was observed 
on item agriculture finance. It remained nil during the whole period. In case of 
plantations it was just Rs. 0.25 in 1990-91, which showed a decreasing trend and 
went to Rs. 0.16 in 2002-03. The per capita expenditure on science, technology and 
environment was also low. It was just Rs. 0.35 in 1990-91, which increased to Rs. 
1.03 in 2002-03. 
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Graphs 3.7 
Non-Developmental Revenue Expenditure of All States of which: 
Pensions,. Interest Payments and Administrative Services (Rupees in 
Lakhs), 1990-91 to 2002-03. 
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Table-3.25 and Graphs 3.7 presents the components of non-developmental 
revenue expenditure of all states during the period 1990-91 to 2002-03. The non-
developmental revenue expenditure was Rs. 2213699 Lakhs in 1990-91, which went 
up to Rs. 5419743 Lakhs 1995-96 and then to Rs. 14881769 lakhs in 2002-03. Out of 
non- developmental revenue expenditure, expenditure on interest payments was the 
fastest growing item and became Rs. 7218782 lakhs in 2002-03. The share of 
pensions also increased very fastly to 8.62 times during the study period and became 
Rs. 3100494 lakhs in 2002-03. The expenditure on administrative services was Rs. 
701844 lakhs, which increased to 3.89 times and became Rs. 2737116 lakhs in 2002-
03. The picture is more clear while observing the trend analysis of these items from 
Graph5.7. 
The compound growth rate of pensions was highest. It was 22.48 percent 
while that of interest payments was 18.57 percent and of administrative services was 
12.90 percent during the period 1990-91 to 2002-03. The buoyancy of interest 
payments and pensions was above unity and that of administrative services was near 
to unity which shows that their was significant rise in these expenditures. 
However, during the period 2000-01 to2002-03 the compound growth rate of 
interest payments was 16.47 percent, administrative services 3.81 percent and that of 
pensions was 10.37 percent. The buoyancy of interest payments was above unity and 
that of administrative services and pensions was below unity. Thus it can seen 
sufficient measures were we taken by state governments to reduce administrative 
expenditure and pensions. 
Table 3.26 
Components of Non-Developmental Revenue Expenditure 
(Percentage Share in Respective Totals) 
All States 
Non-Development expenditure 
1) Interest Payments and servicing of 
Debt 
2) Administrative Services 
3) Pensions 
1990-91 
30.84 
12.8S 
9.78 
5.01 
1995-06 
37.38 
15.86 
9.24 
5.39 
2001-02 
40.50 
18.26 
8.71 
8.73 
2001-02 
43.41 
20.43 
8.54 
8.96 
2002-03 
44.36 
21.52 
8.16 
9.24 
Source: T able3.25 and computed 
Table3.326 presents the case of non-developmental revenue expenditure with 
respect to percentage to total. The major items, was spend on interest payments 
followed by pensions and administrative services. The total non-development revenue 
expenditure with respect to total expenditure was 30.84 percent in 1990-91, out of 
which 12.85 percent was spent on interest payments. 9.78 percent on administrative 
services and 5.01 on pensions. The share of non-developmental revenue expenditure 
increased to 37.38 percent in 1995-96, out of which 15.86 percent was spent on 
interest payments, 9.24 percent on administrative services and 5.39 percent on 
pensions. Thus both the three items of non-development revenue expenditure showed 
increasing trend and it became to 21.52 percent (Interest Payments), 8.16 percent 
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(administrative services) and 9.24 (Pensions) in 2002-03. The lowest share of non-
development revenue expenditure was on the item organs of state, which was just 
0.95 percent in 1990-91, which just went to 0.99 percent in 2002-0. The share of 
fiscal services was also low. It was 2.25 percent in 1990-91, which moderately 
increased to 2.80 percent in 2002-03. (See Appendix Table A3.1). 
Table 3.27 
Components of Non-Developmental Revenue Expenditure, Ratio in GSDP 
(in Percentage) 
All States 
Non-Development expenditure 
1) Interest Payments and servicing of 
Debt 
2) Administrative ^ Services 
3) Pensions 
1990-91 
3.89 
1.62 
1.23 
0.69 
1995-96 
4.56 
1.94 
r.i3 
0.66 
2000-01 
5.65 
2.5 
1.2 
1.22 
2001-02 
6.02 
2.83 
1.18 
. 1.24 
2002-03 
5.75 
2.79 
1.06 
1.20 
Source: Table3.2S and computed 
Table3.27 presents to position of non-developmental revenue expenditure as 
ratio in GSDP. We find that it showed a rising trend during the period under study. It 
was 3.89 percent in 1990-91 that increased to 5.75 percent in 2002-03. The share of 
interest payments occupied the highest position it was 1.62 percent in 1990-91 that 
increased to 2.79 percent in 
2002-03. The share of pensions was 0.63 percent in 1990-91, which increased to 1.20 
percent in 2002-03. The GSDP ratio of administrative services was just 0.63 percent 
in 1990-91 that went up to only 1.20 percent in 2002-03. 
The GSDP ratio of item organs of state was lowest. It was just 0.12 percent in 
1990-91, which remained to 0.13 percent in 2002-03. 
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Table 3.38 
Components of Non Developmental Revenue Expenditure, per Capita 
(in Rupees) 
All States 
Non-Development expenditure 
1) Interest Payments and servicing of 
Debt I 
2) Administrative Services 
3) Pensions 
1990-91 
263.85 
109.96 
83.65 
42.82 
1995-96 
584.65 
248.09 
144.46 
84.28 
2000-01 
1,158.54 
522.23 
249.26 
249.78 
2001-02 
1317.92 
620.35 
259.35 
272.12 
2002-03 
1407.76 
682.87 
258.92 
293.30 
Source: Table 3.27 and computed 
From Table 3.28 it has been noticed that the per capita non-developmental 
revenue expenditure it was Rs. 263.85 in 1990-91 that increased to Rs. 1047.76 in 
2002-03. The highest per capita non-developmental revenue expenditure was on 
interest payments. It was Rs. 109.96 in 1990-91, which went up to Rs. 682.27 in 
2002-03. Next number was of administrative services. It was rupees 83.65 in 1990-91 
that became to Rs. 144.46 in 1995-96 and then to Rs. 258.92 in 2002-03. 
The lowest per capita non-developmental revenue expenditure was on organs 
of state. It was Rs. 8.16 in 1990-91 that becameRs. 31.32 percent in 2002-03. 
The conclusion that emerges from Tables 3.25 3.26 3.27 and 3.28 is that the 
non-developmental revenue expenditure of all states increased very rapidly during the 
period 1990-91 to 2002-03. The compound growth rate of interest payments and 
pensions was above unity and that of administrative services was near to unity, which 
.shows that there was significant rise in these expenditure. 
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Graphs 3.8 
Plan and Non-Plan Expenditure of All States (Rs. in Lakhs), 1990-91 
to 2002-03 
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An Analysis of Plan and Non Plan Expenditure of All States 
• Table 3.39and Graph 3.8 shows the plan and non-plan expenditure of all states 
during the period 1990-91 to 2002-03. It can be seen from Table 3.33 that the plan 
expenditure of all states was Rs. 1743,287 lakhs in 1990-91 that increased by 3.22 
times in 2002-03 and became Rs. 8860,310 lakhs in 2002-03. The non-plan 
expenditure was Rs. 6365518 lakhs in 1990-91, which increased 5.21 times and 
became Rs. 33,185,907 lakhs in 2002-03. Thus the non-plan expenditure increased at 
faster pace than non-plan expenditure. The buoyancy coefficient of plan expenditure 
was 0.78 while that of non-plan expenditvire was 1.08. The compound growth rate 
of plan expenditure was 10.46 percent and that of non-plan expenditure was 14.95 
percent during the study period. 
Table 3.30 
Plan and Non-Plan Expenditure (Percentage to Total) 
All States 
Plan Expenditure 
Non-Plan Expenditure 
1990-91 
52,42 
90.17 
1995-96 
51.94 
92.80 
2000-01 
53.18 
92.97 
2001-02 
58.29 
90.23 
2002-03 
54.00 
86.67 
Source: Table 3.29 and computed 
no 
The plan and non-plan expenditure of state as percentage to total is presented 
in Table 3.30. The plan expenditure was 52.42 percent in 1990-91, which increases to 
58.29 percent in 2001-02 but again decreased to 54.00 percent in 2002-03. The Non-
Plan expenditure growth as percentage to total is concerned was 90.17 percent in 
1990-91, which increased to 92.97 percent in 2001-02 and decreased to86.67 percent 
in 2002-03. 
Table 331 
Plan and Non Plan Expenditure, Ratio in GSDP (in Percentage) 
AH States 
Plan Expenditure 
Non-Plan Expenditure 
1990-91 
4.82 
11.19 
1995-96 
4.OS 
53.90 
2000-01 
3.76 
51.09 
2001-02 
3.53 
47.84 
2002-03 
3.42 
46.69 
Source: Table 3.39 and computed 
Table 3.31 shows the ratio of plan and non-plan expenditure in GSDP. It was 
4.82percent in 1990-91, which decreased to 3.42 percent in 2002-03. The ratio of non-
plan expenditure in GSDP was 11.19 percent in 1990-91, which increased to 53.90 
percent in span of 5 years and again decreased moderately to46.69 percent in 2002-
03. 
Table 3.32 
Plan and Non-Plan Expenditure, Per Capita (in Rupees) 
All States 
Plan Expenditure 
Non-Plan Expenditure 
1990-91 
326.97 
758.70 
1995-96 
522.65 
1393.03 
2000-01 
771.50 
2635.75 
2001-02 
772.80 
2865.70 
2002-03 
838.15 
3139.27 
SourceTable3.29 and computed 
From Table*3.32 we cane seen that the per capita plan expenditure was Rs. 326.97 
which increased to Rs. 838.15 in 2002-03. The per capita non-plan expenditure 
increased at a faster pace. It was Rs. 758.70 in 1990-91 that increased to Rs. 3139.27 
in 2002-03. 
From Tables 3.29, 3.30, 3.31 and 3.32we observe that both plan and non-
plan expenditure of all states showed an increasing trend during the period 1990-
91 to 2002-03. The Compound growth of non-plan expenditure is higher in all the 
three period than developmental expenditure, which shows that its share is in 
creasing at a significant rate. 
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The analysis of components of plan expenditure is presented in Table3.33. The 
plan revenue expenditure was as Rs. 4,784,194 lakhs in 2002-03. The plan capital 
expenditure increased at slower pace than plan revenue expenditure. It was Rs 
1305,224 lakhs in 1990-91, which increased 3.12 times and became Rs. 4076116 in 
2002-03. Buoyancy coefficient of plan revenue expenditure was 0.82 and Compound 
growth rate was 11.03 percent, while the buoyancy coefficient of plan capital 
expenditure was 0.73 and compound growth rate was 9.78 percent during the study 
period. 
Table 3.34 
Components of Plan Expenditure, Ratio in GSDP (in Percentage) 
All States 
Plan Expenditure 
Plan Capital Expenditure 
Total Plan Expenditure 
1990-91 
2.53 
2.30 
4.82 
1995-96 
2.12 
1.96 
4.08 
2000-01 
2.00 
1.76 
3.76 
2001-02 
2.06 
1.47 
3.53 
2002-03 
1.85 
1.57 
3.42 
Source: Table 3.33 and computed 
Table 3.34 presents the ratio in GSDP of plan revenue and plan capital 
expenditure. The ratio in GSDP of plan revenue expenditure was 2.53 percent in 
1990-91, which decreased to 1.85 percent in 2002-03. The ratio in GSDP of plans 
capital expenditure also showed the similar trend. It share was 2.30 percent in 1990-
91 which decreased to 1.57 percent 2002-03. 
Table 335 
Components of Plan Expenditure, Per Capita (in Rupees) 
All States 
Plan Expenditure 
Plan Capital Expenditure 
Total Plan Expenditure 
1990-91 
171.40 
155.57 
326.97 
1995-96 
271.48 
251.18 
522.65 
2000-01 
410.30 
361.20 
771.50 
2001-02 
430.48 
322.31 
772.80 
2002-03 
452.57 
385.59 
838.15 
Source: Table 3.33 and Computed 
Table3.35 shows the components of plan expenditure in per capita terms. The per 
capita plan revenue expenditure was Rs. 171.40 in which at increased to Rs. 271.48 
in 1995-96 and then to Rs. 452.57 in 2002-03. The per capita plan capital expenditure 
was Rs. 155.57 that went up to Rs. 385.59 in 2002-03. 
It is clear from the Tables3.33 3.34 and 3.35that trends in plan expenditure 
points out two disturbing features 1) increase plan revenue expenditure 2) falling 
plan capital expenditure. The compoimd growth rate of plan revenue expenditure 
was higher in all the three periods than plan capital expenditure. 
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Non-Plan expenditure is divided into non-plan revenue expenditure and non-
plan capital expenditure and is presented in Table 3.36. Regarding the non-plan 
revenue expenditure it was Rs. 57, 39512 lakhs, which increased 5.01 times during 
the study period and became Rs. 28,760,882 lakhs in 2002-03. The non-plan capital 
expenditure was Rs. 626,006 lakhs in 1990-91, which increased 7.06 times and 
became Rs. 4425025 lakhs in 2002-03. The buoyancy and compound growth rate of 
non-Plan revenue expenditure was 1.08 and 14.80 percent during the study period 
while that of non-plan capital expenditure was 1.13 and 16.09 percent. 
Table 3.37 
Components of Non-Plan Expenditure Ratio in GSDP (in Percentage) 
AH States 
Non-Plan Revenue 
Expenditure 
Plan Capital Expenditure 
1990-91 
10.09 
1.10 
1995-96 
10.09 
0.78 
2000-01 
11.95 
0.90 
2001-02 
11.80 
1.28 
2002-03 
11.11 
1.71 
Source: Table 3.36 and Computed 
From Table 3.37 we can see the ratio in GSDP of non-plan revenue 
expenditure Was 10.09 percent, which just increased moderately to 11.11 percent 002-
03. The ratio of non-plan capital expenditure was 1.10 percent, which just increased to 
1.71 percent in 2002-03. 
Table 3.38 
Components of Non-Plan Expenditure, Per Capita (in Rupees) 
All States 
Non-Plan Expenditure 
Plan Capital Expenditure 
Total Non-Plan 
1990-91 
684.09 
74.61 
758.70 
1995-96 
1292.75 
100.28 
1393.03 
2000-01 
2450.56 
185.19 
2635.75 
2001-02 
2585.81 
279.«9 
2865.70 
2002-03 
2720.68 
418.59 
3,139.27 
Source: Table 3.36 and computed 
The per capita of components of non-plan expenditure is presented in Table-
3.48. The per capita Non-Plan revenue expenditure was Rs. 684.09 in 1990-91 that 
went further to Rs. 1292-75 in 1995-96 and then to Rs 2720.68. The per capita non-
plan capital expenditure was less than that of per capita non-plan revenue expenditure. 
It was Rs. 74.61 in 1990-91 and moderately increased to Rs. 100.28 in 1995-96 and 
then to Rs. 418.59in 2002-03. 
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Table 3.39 
Fiscal Indicators of all States, 1990-91 to 2002-03 (Rupees Crore) 
All States 
I) Gross Fiscal Deficient 
2) Revenue Deficit 
3) Primary Deficit 
1990-91 
1878693 
550.897 
956.163 
1995-96 
3142583 
820.055 
842.753 
2000-01 
8945.203 
5,356,859 
3631,440 
2001-02 
9,599,364 
5918,807 
3166,327 
2002-03 
10.212,289 
5.511.116 
2993,507 
Source: Reserve Bank of India BuUentin, Various ssue. 
Graphs 3.9 
Revenue Deficit, Fiscal Deficit and Primary Deficit of All States (Rupees in 
Crore), 1990-91 to 2002-03. 
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3.3 Trends of Fiscal Imbalance 
Table 3.39 and Graphs 3.9 presents the longitudinal behaviour of indicators at 
a macro level of states aggregate level for the period 1990-91 to 2002-03. It may be 
seen from the Table that fiscal health has not improved despite whatever measures 
have been. A continuous deterioration is clearly visible. 
From the Table3.39 we se that the gross fiscal deficit of states was Rs. 
1878.693 cores in 1990-91, which increased to Rs. 10212, 289 crores in 2002-03. 
Revenue deficit also increased during the period 1990-91 to 2002-03. The revenue 
deficit of state was Rs. 530897 lakhs in 1990-91, which increased to Rs 5511,116 
cores in 2002-03. 
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Table 3.40 
Fiscal Indicators of all States, 1990-91 to 2002-03 (as Percentage to Total) 
All Suites 
1) Gross Fiscal Deficit 
2) Revenue Deficit 
3) Primary Deficit 
1990-91 
4.05 
1.14 
2.06 
1995-96 
2.93 
0.76 
0.79 
2000-01 
4.70 
2.81 
1.91 
2001-02 
4.61 
2.84 
1.52 
2002-03 
4.26 
2.30 
1.25 
Source: Table 3.40 and Computed 
The revenue deficit was 1.14 percent of GSDP in 1990-91, which increased to 
3.06 percent in 1999-00 and then decreases to 2.30 percent of GSDP. Fiscal deficit 
was 4,05 percent in 1990-01, which decreased to 2.93 percent in 1995-96 but again to 
high level of 4.26 percent of GSDP. Primary deficit was 2.06 percent of GSDP in 
1990-91, which decreased 0.79 percent in 1995-96 but again in increased to 1.25 
GSDP in 2002-03. 
Table 3.41 
Fiscal Indicators of all States, 1990-91 to 2002-03, Decomposition and Financing 
of Gross Fiscal Deficit (Ratio in GSDP) 
All States 
1) Gross Deficit 
2) Capital Outlays 
3) Net lending 
4)GFD 
1) Net loans from Centre 
2) Net Market borrowings 
3) Other 
4)GFD 
1990-91 
1.14 
1.99 
0.92 
4.05 
Financing of Gro 
2.15 
0.55 
1.35 
4.05 
1995-96 
0.67 
1.91 
0.36 
2.94 
M fiscal Def 
1.38 
0.55 
1.00 
2.93 
2000-01 
2.81 
1.64 
0.25 
4.70 
cit 
0.44 
0.6^ 
3.61 
4.70 
2001-02 
2.84 
1.55 
0.22 
4.61 
0.50 
0.83 
3.26 
4.61 
2002-03 
2.30 
1.53 
0.44 
4.26 
-0.04 
1.19 
3.11 
4.26 
Source: Reserve Bank of India Bulletin, various Issues and computed. 
Table 3.41 present decomposition and financing of GFD, as ratio in GSDP. 
The major share is occupied by capital outlays during the early nineties. Its share was 
1.99 percent as ratio in GSDP in 1990-91 while share of revenue deficit was 1.14 
percent. The share of capital outlays then decreased to 1.44 percent while share of 
revenue deficit increased to 2.73 percent in 1998-99. The share of revenue deficit then 
occupied the highest share in decomposition of GFD and it became 3.06 percent in 
1999-00, then declined to 2.30 percent in 2002-03. The share of net lending was 0.92 
percent in 1990-91, which followed a decreasing trend and became 0.36 percent in 
195-96 and then to 0.44 percent in 2002-03. 
As ratio in GSDP of net loans fi-om Centre in the financing of gross fiscal 
deficit in 1990-91 was2.15 which decreased to 1.38 percent in 1995-96 and then to 
0.44 percent in 2000-01. In year 2002-03 it bectoie negative to -0.04. The ratio of net 
market borrowing was 0.55percent in 1990-91, which again remained to a same level 
oi"0.55percent in 1995-96, and then it followed a rising trend and became 1.19percent 
in 2002-03. The share of other in financing of GFD was 1.35 percent in 1990-91, 
which reached to high level of 3.61 percent in 2000-01 and then moderately decreased 
to 3.11 percent in 2002-03. 
Thus' data given in the Tables 3.39 3.40 3.41 we infer that fiscal situation of 
states is no different fi:om that other Center. In fact the deterioration in the fiscal 
situation of states has been much sharper and emphasis of necessity of fiscal reforms 
is needed immediately. 
Table 3.42 
Fiscal Indicators of all states, 1990-91 to 2002-03, Decomposition and financing 
of Gross fiscal deficit (Rupees Crores) 
All States 
1) Revenue Deficit 
2) Capital Outlays 
3) Net lending 
4) GFD 
i) Net Loans firom Centre 
2) Net Market borrowings 
3) Others 
4) GFD 
Source: Reserve Bank 
1990-91 
530.897 
922,312 
425.484 
1878.693 
1995-96 
820,055 
1849,480 
473,048 
3142583 
2000-01 
5.356.859 
3112,955 
483.389 
8953203 
Financine of Gross fiscal Deficit 
997.756 
'255,552 
625.385 
1878,693 
of India Bu 
1480,089 
588.775 
1073,719 
3142583 
lentin, vari< 
839,618 
1251.879 
6861.706 
8953m203 
3US issues 
2001-02 
5918,807 
3226.888 
453,669 
9599,364 
1097.408 
1724,915 
6.777,041 
9599.364 
2002-03 
5511.116 
3656.912 
1044.261 
10,212.289 
-93211 
2848.409 
7457.091 
10212.289 
The revenue deficit accounts ahnost half the share of GFD. The share of 
revenue deficit was Rs. 530897 crores in 1990-91, which increased to Rs. 820,055 
crores in 1995-96 and then to Rs. 5,511,116 crores in 2002-03. The next major share 
was occupied by capital outlays. It share was Rs. 922,312 crores in 1990-91 which, 
increased to Rs. 1849,480 crores in 1995-96 and then to Rs.3656,912 crores in 2002-
03. The share of net lending was Rs. 425,484 crores 2002-03. 
In the financing of GSFD the major share was fi-om the net loans. In the early 
nineties it Was 997756 crores in 1990-91, which foUovved a increased pattern and 
became Rs. 1480,089 crores in 1995-96 and the to Rs. 3,105,701. Afterward it 
followed a declining trend and became negative to Rs -93211 in 2002-03. As far as 
share of net market borrowing is concerned it was Rs. 255,552 crores in 1990-91, 
which increased to Rs. 588,775 crores m 1995-96 and then occupied the highest share 
in financing of GFD. Its share became Rs. 2848,409 crores in 2002-03. 
fiA 
Thus analyzing the macro level fiscal scenario, finances of all states shows 
that revenue, receipts capital receipts and total receipts showed an increasing trend 
during the study period. Revenue expenditure increased at faster rate that the capital 
receipts. The buoyancy of total expenditure and revenue expenditure was moderately 
above unity and that of capital expenditure was below unity. The revenue, fiscal and 
primary deficits they all showed an increasing trend. 
The next chapter of the study deals with the recent reform measures taken by 
slates lo over come fiscal imbalance. 
CHAPTER 4 
RECENT STATES LEVEL REFORM MEASURES 
States in India are interested the responsibility in devising and implementing 
polices to reduce poverty, promote human development and stimulate growth. 
States level fiscal policies play a vital role in Indian public finance. States 
mamtain law and order provide economic and social infrastructure to its people. Most 
developmental and other normal administration functions are assigned to the them so 
their expenditure obligations are relatively high. They are close to the people and have 
direct interface with them. They are more prone to their criticizing on grievance 
quantity of expenditure, resource mobilization and performance of the services 
provided. 
Undoubtedly, fiscal Reforms are necessary for bringing about macro-
economic stability. The real need for fiscal reforms arises out of the adverse impact of 
large fiscal deficits and consequent borrowings. The preemption of budgetary 
resources by contractual obligations like interest payments and repayment of past 
loans leads ^o, in the face of looming threat of treasury closure by the Reserve Bank 
of India, the pilling up of unpaid bills and bouncing of cheques issued by the 
governments. This has been adversely affecting the creditability of the state 
governments and also their credit rating. 
It must be recognized that India has twenty-Nine Governments, 28 states level 
ones and one at the Centre. States have a large share in social expenditure. States too 
are major partners in the development process Agriculture, Irrigation, rural 
development and social services are crucial areas that happen to be the sole 
responsibility of the states. Further a large part of power development, transport and 
communication is also under purview, of the state governments. Thus a true reform is 
required in these areas. 
During the last decade the Indian economy has witnessed a number of changes 
in the field of economy policy. The various economic reforms measures have been 
undertaken by the Central government. In a federal system, the states are expected to 
play an important role. 
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4.1 Economic Reform Agenda in India 
The regime of economic planning began five decades ago. It began with a 
glorious vision of a resurgent India marching firmly on the path of progress while 
ensuring an equitable distribution of the nation's wealth. 
The year 1991-92 was one of the toughest years for the India economy. All the 
macro economic indicators become adverse. The overall growth slumped to mere 1.1 
percent. The gross fiscal deficit stood at 8 percent of the GDP and revenue deficit on 
the current account at 3.5 percent in 1990-91. 
The hew government decided to adopt in June 1991 a programme of macro-
economic stabilization to restore viability to fiscal balances and contain prices. At the 
same time it undertook a for reaching programme of structural reforms involving bold 
initiatives in external trade exchange rate, industrial policy, fiscal crisis, all aiming at 
moving the country to a higher growth. 
In response to a fiscal and balance of payments crisis in 1999, India launched 
a programme of economic policy reforms. The programme consisting of stabilization 
cum structural adjustment measures was put in place with a view to attain macro-
economic stability and higher rates of economic growth. 
The first item on the agenda for action was removal of controls on 
international trade both exports and imports as well as on the domestic and foreign 
investment. In industrial policy, significant reform was put in place to reduce the 
barriers to entry in business and provide scope to private sector for participating in the 
growth process. 
The reform has become a key word in policy discussions. The reform agenda 
has focused on industry, trade, banking, capital markets and policies to parent sector 
investment in physical infrastructure. 
Fiscal reforms were also designed to restore macro economic balance. Tax 
reforms aimed at reducing the dependence on indirect taxes for revenue reduction in 
tax rates, rationalization and widening of tax has reduction in fiscal deficits and 
curtailing monetisation of budget deficits. Most of these steps were undertaken in the 
initial phase of the reforms programme. But, tiie whole reform agenda could not be 
accomplished. A large part of the economic reforms remained uncompleted. So a 
fi-esh phase of economic reforms was started in late 1996, which came to be, know as 
Second generation reforms. 
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Fiscal reforms at state level need to be considered as the foremost and top of 
agenda. Earlier the reforms process concentrated at the Central level but in late 1990's 
when Indian states experienced a sharp fiscal deterioration and a squeeze on 
development spending they embarked on fiscal reforms which aimed at reducing 
deficits and enabling effective interventions in priority areas. Reforms at state level 
also focused restructuring disinvestments and privatization of state owned enterprises. 
Actions needs to taken both at the Center and in states to increase uses charges 
particularly of electricity, water transport etc so that resources arc generated to 
increase investments and also improve the quality of these services. 
4.2 The State Level Fiscal Crises of the Late 1990's 
The slow secular deterioration in the fiscal performance over the 1980's and 
the 1990's was catalysed into a state level fiscal crisis by the Fifth Central Pay 
Commission pay awards in the late 1990's. 
The sharp increase in expenditures in the latter half of the 1990's, alongside 
declining revenues could only be supported by greater borrowing by state 
governments. The deterioration in the states finances in the late I990's was coupled 
with a worsening of Central government finances. The combined effect significantly 
weakened India's overall macro-economic performance. The overall impact of fiscal 
crisis of states was that it weakened the developmental and poverty impact of state 
governments especially in the poorer states. 
The fiscal stress of the late 1990's gave rise to an intense state level reform 
effort. The sharp deterioration in the fiscal performance generated sense that business 
as usual was not an option and gave an enormous level. Many states started adopting 
medium term fiscal reform programmes to differing degrees of strength and 
credibility. GOI also moved swiftly to help states undertake fiscal and sectoral 
reforms. The demand fi:om several stressed states for extraordmary Central financing 
led to the birth of MOUs between GOI and many state governments in 1999-00. 
4.3 Spread of State Level Reform in India 
One of the striking features of Indian states prior to the 1990s is the relative 
uniformity of policies across states. The role of the states was to implement Central 
government policies. The India Constitution following the Government of India Act 
(1935) is famous for dividing the responsibilities of government into three lists: a 
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State lists, a Central list and a Concurrent list. Many important subjects, such as 
electricity and education are on the concurrent list and with dominant Centre, 
uniformity prevailed in this but even subjects which were on the state lists such as 
irrigation where we have to see variation from state to state. The situation by the end 
of the nineties was quite different. Individual states took a lead in introducing reforms 
in different ^eas. E. g. Orissa privatized its power sector, Andhra Pradesh had setup 
user groups across the states to manage the distribution of canal irrigation. According 
to Stephen (2000) following are the factors, which gave rise to growth of state 
reforms. 
(a) First, was the strong contagion effect at work India states are not countries. 
Movement between them is new spreads and innovations successful in one state 
quickly become the option for adoption in others. The reforms and iimovations spread 
from state to state is a healthy process of competitive developmentalism driving out 
competitive populism. 
(b) Second, a nimiber of political factors have led to increased levels of state 
autonomy over the nineties. The political authority of the Central government has 
weakened over the nineties, providing more political space for states. The average 
tenure of government has fallen at the Central level and there has been a shift to 
coalition govenunents as no single party has been able to claim a majority in its our 
right. 
(c) Third, economic development has also favored the growth of reforms at the 
Centre in the early nineties, set the stage, and made reforms at the state level 
necessary. Liberalization has made state reforms more important. 
(d) Finally, the state level fiscal arises of the second half of the nineties had much 
the same impact as the balance of payment crises generated a sense of systemic crisis 
and gave enormous movement to the reform project at the state level. 
4.4 ' India's State LeVel Fiscal Crises-Causes 
The fiscal deterioration in both the Central and states fiscal position in the 
second half of the 1990's and prevailing still now were due to the out come of many 
causes: -
1. The first and the fore most culprit as stressed by Acharya (2001, 2002) is the 
Fifth Pay Commission Award, the decision of the Government of India in 1997 under 
the United Front (Gujaral) Government to implement large (40 to 60 percent) pay 
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increases for Central employees. Under employee pressure, most state governments 
followed suit in the next couple of years starting in 1998-99 resulting in a massive 
ballooning of the salary at the state level. The Fifth Pay Commission has been called 
the single largest adverse shock Indians strained public finances in the last decade and 
an act of fiscal profligacy without parallel (Godbole, 1997, Acharya, 2001). There is a 
wide range of criticism £^ainst the pay commission. State governments are 
autonomous body and they have the right to decide salaries of their employees. State 
governments had their pay commission till 1972. But after 1972 they are following 
the same salary pattern of the Central government employees. So it a wrong policy of 
state govenunents which had given rise to such fiscal crises. 
2. The second factor one can point to after public sector salary increase is a 
secular deterioration in the finances of the states over the last twenty years. 
3. The third factor is that the states were hit over the nineties by high interest 
rates. Even at the start of the nineties, the states faced high interest rates than 
the Centre but the gap increased over the course of the nineties from 2.5 
percent in 1990-91 to as much as 5,1 percent ten years later in 2001-01. 
4. The fourth contributing factor to the state level fiscal crises was the inability 
or imwillingness of the Central government to limit the borrowing of state 
governments. 
5. The fifth and the final factor behind the state level fiscal deterioration of the 
late nineties is thp rise of off-budget liabilities particularly the acute financial 
weakening of the power sectors and the rise of off-budget borrowing. 
4.5 Factors that will Help State Reforms to Succeed 
1. First, is the role of government of India. If state reforms are to succeed, the 
Central government needs to take the lead, both through example (tackling its 
over fiscal problems) and through facilitation, by implementing changes which 
can only be done Centrally, but which affect all states. 
2. Second India's external official fimding agencies have a role to play in 
promoting reforms at state level. Several agencies have already started 
working with Government of India to support reforms at state level. The fimds 
of these agencies can help in financing the reforms. 
3. Third, a special support is needed for the poorest states. Regional inequality is 
increasing in India and the North-South divide appears to be on the increase. It 
is the poorest states that stand most in need of reforms. 
4. . Fourth, there is area! need for sharing of reform experience both across states 
and internationally. 
5. Fifth and finally, reforms needed to be widely and successfully communicated. 
The reform agenda remains a contentions one. 
4.6 The Fiscal Reforms Agenda: Stabilization and Fiscal Empowerment 
As Quoted by World Bank "The agenda backed by the Government of India 
for fiscal crises of both Centre and state receives support from the both the Central 
and State governments in India. States must reduce deficits to sustainable levels. But 
simply averting bankruptcy will not be enough. Striving for fiscal empowerment that 
is shifting to a fiscal instance that makes states more effective an agents of 
development also requires expenditure restructuring for reaching expenditure 
management reforms and comprehensive revenue reforms and mobilization." 
The ultimate responsibility for fiscal adjustment at the state level lies with 
India's states, fiscal reforms cannot be carried out by the states alone. The GOI has 
the critical role to play in not only promoting expenditure and tax reforms but also 
strengthening the federal fiscal framework. 
A continuation and intensification of reforms is needed to achieve both fiscal 
stabilization and what it is referred as "Fiscal Empowerment", To achieve these 
objectives states must firee up resources for spending in priority areas, improve the 
quality of government expenditure and cany out tax reforms. 
4.7 Components of Reforms 
4.7.1 Revenue Reforms 
Restructuring the tax system constituted a major component of fiscal reforms 
with the aim of augmenting revenues and removing anomalies in the tax structure. 
The main focus of reforms was on simplification and rationalization of both direct and 
Indirect taxes drawing mainly fi:om the recommendations of the Tax Reforms 
Committee, 1991 (Chairman: Raja J Chelliah) 
One of the causes of the fiscal crises was the declining states revenue to GDP 
ratio over the second half of the 1990's. States in India derive revenues fi-om own 
sources and Central transfers (shared taxes and grants). States collect about 65 percent 
of the revenue themselves the remaining 35 percent is transferred to them by the 
Central Government. Strong growth in revenues is essential to ensure that fiscal 
indicators are sustainable and developmental spending sufficient to achieve the 
desired developmental outcomes. For this many states have adopted tax reform 
programmes. The Government of India also moved swiftly to help states undertake 
tax reforms and the idea of intensively reforms has taken root. 
4.7.1.1 Tax Reforms 
It is very difficult term to define tax reform. The assessment of whether something 
should be termed a reform is highly political in itself. It is expedient in some contexts 
to dress up as reform a mere transient trimming of a system. Because of this deliberate 
obfliscation, no definition is attempted that is related to what has been regarded as 
reform domestically. According to some, "New taxes should be a major sign of 
reform although the purist has rightly pointed out that an irmovation is not a reform" 
(Burke). 
Tax reforms have figured prominently in the agenda of governments in recent 
years in both developing as well as advanced countries. Mexico, Bolivia and 
Columbia in Latin America, Korea and Indonesia in Asia, Zimbabwe, Morocco and 
Kenya in Africa carried out major reforms in their tax system during 1980's. 
The motivation of tax reform, which has taken, place across the world over the 
last decade or so has been essentially similar among all countries. In USA and the 
industrially countries, the urge for tax reforms came primarily from the widely shared 
perception that the new tax system was unfair, unduly complex and detrimental to 
growth and welfare. 
India's tax rates are high Stamp duties on property transactions highest m the 
world, as combined Centre and states indirect taxes. One of the key challenges that 
the India face is to broaden the tax base. Another is to simplify India's tax system and 
reduce corruption and evasion. India's indirect tax system is the most complex in the 
world and surveys has show state tax offices to be most corrupt government agencies 
in the country. 
Signification reforms had been made in strengthening revenue performance in 
the recent years. The sales tax is the most important state level tax. The replacement 
of sales tax by VAT is the key reform, which look effective in April, 2005 in all states 
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of India except Uttar Pradesh. With the view to harmonize inter state taxes and 
ultimately switch over to state level value added tax (VAT). States introduced 
uniform floor rate during the year 2000. 
There is rich agenda for reforms in other taxes of states, which require wide-
ranging actions by the Centre, and the states. Eliminating tax on inter state exports is 
also critical and should proceed with or with out VAT. Moreover states should be 
allowed to integrate the taxation of services into their sales tax VAT. 
The professions tax, which is levied, is very low and needs to be raised. The 
reform of stamp duties and registration fees requires a multi pronged approach 
including cutting stamp duties on property transaction firom there current high levels 
as well as improving compliance and reducing corruption by a number of business 
reforms like computerization and harming on stamp paper. 
Liberalizing the public transport sector would help to grow the revenue base 
and reduce reliance on public sector utilities. Increase in electricity tax on household 
is warranted to compensate for low tariffs. 
State excise duties are be levied on the production of alcohol and other 
narcotics substance. They are the second most important source of revenue for the 
state governments. The liquor in India is fragmented into Indian made foreign liquor 
and coimtry liqueur. The country liqueur can be traded across state borders whereas 
the latter carmot. Country liquor vending licenses are cautioned in many states where 
coimtry liquor is not banned leading to less buoyancy in this segment. But IMFL is 
less buoyant to adopt modem distillery monitoring technology and outdated 
information systems, large state tax rates had lead to cross state smuggling. Thus is 
there is much scope to improve the performance of state excise duties. 
4.7.1.2 Non-Tax Revenue Reforms 
Significant deterioration in the performance of the own-tax revenue of state is 
seen the late 1990s. 
Unlike tax revenue where many problems are common across taxes and their 
administrations, different non-tax revenue sources have very distinct problems. A key 
objective of the reforms process was the augmentation of non-tax revenue by way of 
enhancement of user charges and returns through government investment through 
restructure of PSUs. States have also undertaken measures to enhance non-tax 
revenues by reviewing and rationalizing the royalties payable to then, mcludmg those 
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on major and minor minerals, forestry and wild life, revision of tuition fees, medical 
fees, irrigation water rates. The issue of raising user changes with the cost of public 
services rendered, has not been given serious consideration yet. Recognizing this 
aspect, the Medium term fiscal Reform Programmes finalized by several states have 
emphasis thfe cost effectiveness and raising of user charges of services rendered by 
them. 
Revenue from mineral royalties is abready the fifth important source of own-
non-lax revenue. Measures may further increase the importance of this source of 
revenue which include rule based settmg of royalties of states by the Centre and also 
states, including revision at least once in three years with reference to market prices, 
streamlining of the clearance process for grant of mineral prospecting licenses with 
the help of automation strengthing of administration and introduction of self 
assessment and risk based scrutiny of royalty returns to reduce litigation. Revenue 
from sale of forest produce is next important to mineral royalties. The problem with 
the many fqrest departments is their limited attention to. the sale of forest produce, 
since they perceive their role in terms of conservation and protection of forests and 
wildlife. One major reform in this area is formation of Forest Corporation to enable 
focused exploitation of forest resources on commercial lines. A second major reform 
with great revenue potential is strengthening the infrastructure for eco-tourism, with 
the participation of private sector. 
The performance of user charges has been poor. A key reason, for his is the 
deteriorating Recovery of costs in case of irrigation of water supply, transport etc 
restoring conunercial discipline and improving cost recovery in public sector is 
difficult when beneficiaries are politically powerful. 
In the case of state level enterprises, which are partially or wholly aimed by 
government'of India, affect the fiscal position of the government through their 
operations. It is a major source of revenue imbalances rooted in the poor profitability 
of the PSUs. 
4.7.1.3 Reforms to Tax administration 
Tax administration performance probably more important than tax policy 
reforms but have received less attention to date. Tax reforms in India require not only 
jusl policy changes but also institutional reforms to improve policy making, weed out 
corruption and increase incentives for compliance and collections. The institutional 
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structure of major revenue raising department is weak. Many do not have visions, 
missions transparent performance most it monitoring is often absent. Tax departments 
have limited budgetary flexibility and anti corruption institutions are often in 
effective. Within tax administrations, absence of performance indicators and poor 
record structures for functional imits and individual staff makes performance difficult. 
The World Bank Report presents a large number of proposals to improve tax 
administration these include: -
1. Strengthening departmental accountability through better articulation of 
department goals and more budgetary flexibility and increasing individual 
accountability through the provisions of incentives to staff. 
2. Attacking corruption by strengthening anti-corruption institutions and to 
functional organization for tax departments in place of current systems where 
a single officer is responsible for group of taxpayers. 
3. Promoting the user firiendliness of and citizen feedback to tax departments. 
4. Modernizing field enforcement and check posts, mobile squads and 
particularly border check posts. 
5. Involving the private sector in tax collection through well-structured public 
private partnerships. 
4.7.2 Expenditure Reforms 
State governments consumption and investment spending constitute an 
imporlanl part of aggregate demand in the economy. It influences growth through 
several channels. Thus it is important to plan expenditure reduction while improving 
the quality of public spending to aim simultaneously at supporting growth with equity 
and improving fiscal balances. 
The major contributing factor imparting a downward rigidity to the revenue 
expenditure relates to items of committed expenditure on wages and salaries. The 
rising wage bill has been considered as important element in fiscal deterioration in 
recent ycars.^  One view is that the rise in spending on wages and salaries and pension 
was the prime factor for the abnormal rise in revenue expenditure during the 1990s. 
(Acharya 2001, Rao 2000). The Eleventh Finance Commission on the other hand 
notes that the increase in revenue expenditure towards the late 1990s cannot be 
attributed only to salaries and pension revision, through it led to immediate and acute 
fiscal stress all round (Government of India 2000). A shnilar view is expressed by 
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Mohan (2000) who notes that the Central government spending on salaries and 
pensions as i)roportion of GDP during the 1990*s was much lower than in the 1980s. 
Taking the expenditure of state governments about 90% of the expenditure of 
stales is on the current revenue account and the remaining 10 percent on the capital 
account. The larger current expenditures are salaries (37 percent), interest payments 
(18 percent) and pensions (9 percent). The fastest growing item of expenditure over 
the 1990's was pensions followed by interest payments. 
Given the low levels and the working recent trends in both the quantity of 
expenditure and the quality of expenditure, these is an urgent need for expenditure 
restructuring to free up fiscal resources and improve the quality of spending. To 
address this issue, the states governments have come up with expenditure reforms in 
four major a^reas like salaries and pensions,, subsidies, public sector enterprises 
reforms and interest payments but much more reforms remains incomplete. 
4.7.2.1 Salaries and Pensions 
Salaries are such large part of government spending that they must be at the 
core of any expenditure restructuring effort. Salaries make up 30 percent of state 
governments spending. India's public private wage differentials are in fact among the 
highest in the world. In India about 40% of the state government employees are 
teachers. 
"Pensions are increasing at a faster rate due to the longevity of life". 
However, no major reform has been taken so far by state governments towards 
increase expenditure of salaries and pensions. As suggested by World Bank, for 
maintaining a policy of wage restraint will be avoidance of another pay commission 
leading to significant increase in real wages. 
New hiring is needed in the civil service in priority areas; overall hiring 
restraint is justified because there are large areas of overstafElng as well as 
understaffmg. Targeted retrenchment programmes would be the best way to free up 
space for new hiring but have not been success in India. A second set option through 
which much can be achieved is attrition based restructuring. 
Pensions also forms a mounting liability and as a source of fiscal vulnerability. 
Pensions payments at the state governments level have also risen sharply during the 
last 10 year .^ Pensions expenditure of states ate proposition of revenue receipts rose 
from 5.4 percent in 1990-91 to more than 10 percent in 2000-01. 
In the budget 2002-03, Government announced the introduction of new 
restructured defined contribution pension system applicable in the first stage to new 
entrants to govenunent service, except armed forces. Accordingly, the new pension 
system (NPS) was introduced from Jan 1, 2004 for Central Government employees 
recruited on or after that date. The NPS will be available on the volimtary basis to all 
persons inclViding self-employment, professioiial and other in the organized sector. 
However mandatory programmes under the employee's provident fund Organization 
and other special provident funds contrive to operate as per the existing system. The 
Union cabinet recently approved a proposal to introduce legislative framework for 
NPS. An ordinance was promulgated on December 29, 2004 for the establishment of 
Pension fund Statutory Regulatory and Development Authority (PFRDA) to 
undertake promotional, developmental and regulatory functions in the respect of 
pension sector. However no abroad measure has been taken place in case of reforming 
the pensions sector of state governments. 
However, two types of reforms are underway-structural reforms to enable 
shifting to ^ cheaper and less fiscally risky defined contribution (DC) scheme and 
parametric reforms to contain the cost of the current pay, as you go system. GOI has 
announced DC scheme for new civil servants a scheme that will also be open to 
interested state governments and the imorganized sector on a voluntary basis. Several 
state governments have indicated their willingness to shift to a DC scheme and some 
have already announced that new employees will no longer be eligible for the old 
defined benefit scheme (Maharashtra, Tamil Nadu and H. P.) 
Parametric pensions reforms aim to bring about savmgs by tinkering with the 
existing pay as you go pension system and can deliver large fiscal savings when 
needed. Several states have brought in parametric pension reforms in the last year 
(2004) especially by Tamil Nadu and Andhra Pradesh have developed pension 
projection models and GOI is now encouraging other states to follows the suit. 
Some of the reforms in field of pension as suggested by World Bank are: 
a. Use of longer averaging periods for the calculation of benefits Some state 
governments use the last month's or last day's basic pay to determine pensions 
levels. A shift from 10 months to 36-month period as recommended by the 
Bhattacharya conunittee. (RBI 2003) 
b. Use of a lower limit for the maximvun amount of pension, which can be taken 
as a lump sum at retirement. 
c. Use of high discount rates ands more realistic set of life tables to calculate the 
value of the lump sum pension. 
d. Reduction in leave encashment limits reduces the payout required from 
government at the time of retirement to employees who have saved up their 
leave. 
4.7.2.2 Subsidies 
Details on the state governments subsidies are not available in their budget 
documents but the indicators are that the trend is similar to that of the Central 
government,^  as reflected through the quantum of subsidies extended to some SEBs by 
state governments. The largest explicit state subsidy is for the power sector and large 
implicit subsidies are provided for the irrigation and higher-education sectors. The 
smaller explicit subsidies are provided by many states for public transport, housing 
and food. 
In case of power sector their are various causes for the higher level of financial 
losses in the power sector including in efficient operations, theft of power and rapid 
increase in generation unit costs. Also important are high levels of subsidies of two 
consumers groups who pay below cost tariffs households and farmers. Indian industry 
pays world record prices for low quality electricity. Indian farmers get very cheap 
power but a^  very poor quality. The rationale regime that governs the supply of power 
to agriculture is an enormous source of fiscal pressures and in discipline. The 
agricultural supply to farmers is unlettered and often free. Even if payments are 
required for electricity, they are lump sum and so the marginal cost to the consumer of 
are additional unit of consumption is zero. The biggest problem facing the power 
sector is the lack of commercial discipline in three areas that is, in the utility customer 
relationship, non-paying customers are frequently not disconnected and bills are often 
not paid. Second, is government utility relationship. Governments typically fail to 
compensate utilities for the losses incurred by them due to supply of power at non-
remunerative rates. Third, on the utility supplier relationship utility lacking cash in 
part as a resent of the payments defaults. 
There are some recent reforms that are carried out in reducing power losses 
but not in agriculture. 
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4.6.3 Public Sector Undertaking Reforms 
A major source of revenue imbalances reflected, in dissaving of the public 
sector is rooted in the poor profitability of the PSUs. The returns on capital invested 
by the Government in case of SEBs, and SRTC have been lov*^ . 
Efforts to phase out inefficient PSUs were also made at state level. The leaders 
states include Andhra Pradesh and Orissa. According to the available information 
from the ministry of disinvestments, 19 states have identified 290 state level public 
enterprises for disinvestments out of which AP, Kamataka, Kerela and West Bengal 
account for nearly half of the PEs. Restructuring or closure has been initiated in 221 
of these enterprises. So for 69 units have been closed down, 33 units have been 
privatized. 
4.6.4 Reforms to Improve the Quality of Spending 
Another major reform that is needed in the expenditure management of state 
governments is the improving the quality of spending in case health, education and 
infrastructure. As suggested by World Bank there are some key reforms to open to 
Government to improve the quality of spending, which includes: -
a. Agency specific reforms including an increased role for the private sector can 
improve service delivery. 
b. nncouraging cili/cns demand for better services. Hncouraging circuit society 
actively monitor government performance and promises at both the micro and 
macro levels. Examples may be cited of Bangalore and Himachal Pradesh in 
case pf a case of education and infrastructure sector. 
c. • Increasing Transparency -Some states have adopted legislation to make 
procurement process more transparent Eg. Kamataka, Tamil Nadu and to 
provide a legislative basis for the public's right to information (Delhi, 
Rajasthan, Tamil Nadu Karantaka Maharashtra and Goa). 
d. Breaking down on circuit service transfers and leaving reforms champions in 
place. Several states have shown that both the volume and the discretionary 
nature of mass transfers can be reduced through the introduction of strict rule 
based systems especially if they are computerized (Andhra Pradesh, 
Kamataka, Tamil Nadu). 
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e. Establishment of strong and independent corruption agencies but very few of 
them have strong and independent. Only Kamataka has the strong and 
independent corruption agency. 
f. Budget realistically and implement the budget as passed. 
4.6.5 Fiscal Federation and the Incentive From Work for State Reforms 
India's complex system of fiscal federation is important to analyze the states 
rcrorms. Centre plays a dominant role in Indian federation. First it U-ansfers revenue 
resources to the states in the form tax sharing and grants. Second, GOI plays a 
leadership role v^th respect to many national policies for example Central Pay 
Commissions in theory set salaries only for Central government employees but in 
practice influence salaries paid in the public sector. Third, GOI lends to the states and 
under the constitution sets the borrowing framework within which states operates. 
Further, there are Central pools of senior circuit servants that operate at both the 
Central and state government levels. 
With the growing fiscal stress in the recent years, the Indian fiscal federal 
system has become the subject of increasing controversy. Central transfers have been 
falling over time, with no increase being provided to the states through increased tax 
base. Reforming India's fiscal federalism frame work is a difficult task because 
different Central actors particularly, the Finance Commission, the Planning 
Commission, the Ministry of Finance determine different components of the Central 
fiscal frame work. Proper coordination is required among them for the possible 
reforms for the poorer states, fewer loans but more transfers for all states and tighter 
control over total borrowings. As suggested by World Bank there are institutional 
reforms that would help the functioning of fiscal federalism in India:-
i. The first would be if the finance commissions were made a permanent body as 
it is in Australia, 
ii. The Second would be it the responsibility for compiling timely state level 
fiscal data was entrusted to a single agency, 
iii. The third suggested institutional reform is an over have of the role of the 
planning commission. 
Finally, the Central government can back the states own reform efforts 
especially by encouraging the passage of and subsequent compliance with fiscal 
responsibility legislation at the state level. 
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4.7 • Recent Reforms 
The states level Fiscal Reforms undertaken by states can be divided into 
following categories:-
4.7.1 Fiscal 
Fiscal Reforms at states covered tax reforms, expenditure pruning 
restructuring of public sector undertakings. 
Restructuring of tax system constituted a major component of fiscal reforms 
with an aim of augmenting revenues and removing anomalies in the tax structures. 
The main focus of the reforms was on simplification and rationalization of both direct 
and indirect taxes drawn mainly from the recommendations of the tax reforms 
committee 1991. (Chairman: Raja J. Chelliah) 
Recognizing the need for strengthening their finances, states have initiated 
measures towards enhancement of various taxes such as land revenue, vechile tax, 
entertainment tax, betting tax, luxary tax, sales tax etc. One of the important 
components of tax reforms initiated since liberalization relate to the introduction of 
value added tax (VAT). At a meeting of the empowered committee held on June 18, 
2004, the state value added tax was implemented from April 1^ ' 2005. The empowered 
committee of state has also come up with a White Paper on the state level value added 
tax on January 17,2005. 
States have also undertaken measures to enhance non-tax revenue by 
rationalization the royalties including those on major and minor minerals, forestry and 
wild life, revision of tuition fees and medical fees. 
The state governments has also taken measures to contain expenditure that 
includes restrictions on fresh recruitment and creation of new posts, review of man 
power requirement and reduction non-merit subsides through better targeting. 
Detailed lists of fiscal measures taken by 14 major states are presented in Appendix 
Table 4.1. 
4.7.2 Institutional 
States have also taken institutional measures aimed at facilitating the fiscal 
consolidatioh process. The need for fiscal adjustment has been well recognized. 
Interest payment is a major item of revenue expenditure. To reduce the interest burden 
of states, a Debt Swap Scheme has been formed by states. States has to swap their 
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high cost Central Government loans bearing a coupon rate of 13 percent and above. 
With relatively low cost market borrowing and loans from N SSF, was put in place in 
2002-03, The process of swapping high cost debt under the scheme is complete in 
respect of 20 states. The Twelfth Finance Commission (2005-2010) has made 
recommendations on reform of states finances. Debt relief to State is conditional upon 
the enactment of Fiscal Responsibility Legislation prescribing specific annual targets 
with a view to eliminate the revenue deficit by 2008-09 and reduction in fiscal deficit 
by a path to be specified. All states are required to set up Sinking Fund in public 
account for amortization of all loans and Guarantee Redemption funds through 
earmarked guarantees fees, after risk weighting guarantees. 
A detailed list of institutional measures taken by 14 major states during the 
period 1990-91 to 2002-03 are presented in Appendix Table 4.1. 
4.7.3 Sectoral 
Stat^ have also undertaken sectoral measures to improve their finances. 
Several states have shovm interest in undertaking a comprehensive review of 
functioning of states public sector undertakings (SPSUs) including the closing dovm 
of non-viable units after providing suitable safety nets to employees including 
voluntary retirement scheme (VRS). States such as Tamil Nadu, Kerela, Haryana, 
Karanataka, Himachal Pradesh, Goa and Orissa have encouraged private sector 
participation in the transport and power generation sectors. Kamataka has come out 
with the policy paper on restructuring of state public sector undertakings (SPSUs) 
while Maharashtra has introduced a bill for restructuring of the (SPSUs). In order to 
strengthen the administrative machinery many states have initiated measures to 
computerize their records as well as their day-to-day functioning. 
A detailed list of sectoral measures taken for fiscal prudence by 14 major 
states of India are presented in Appendix Table 4.1. 
4.7.4 Power Sector Reforms 
States have also initiated measures to reform the power sector, which is crucial 
for the fiscal reforms. The main objective of these reforms was to mobilize private 
sector to resources for augmenting power generating capacity. 
The power sector reforms have assumed critical importance in recent years. 
The measures taken by the states in this regard relate to the constitution of State 
inA 
Electricity Regulatory Commission (SERCs) for determining tariff structure, 
unbundling of electricity boards and to separate entities for power generations State 
electricity Regulatory commission has been constituted in 21 states out of these 
SERCs of 15 states have issued tariff orders. The states of A.P., Delhi, Gujarat 
Haryana, Himachal Pradesh, Kamataka, Madhya Pradesh, Maharashtra, Orissa, 
Punjab, Rajasthan and Uttar Pradesh have enacted their state electricity acts. Twenty-
one states have signed Memorandum of Understanding (MOUs) with the Ministry of 
Power, Government of India to undertake reforms in time bound manner. 
A detail list of power sector reforms undertaken by 14 major states are 
presented in Appendix Table 4.2. 
4.7.5 Reserve Bank of India and Centre's Initiatives: -
As a banker and debt manger to the state governments the RBI has taken many 
initiatives. The Reserve Bank provides a forum for state governments for discussing 
various relevant issues through its biannual conferences on state finance secretaries. 
The RBI provides way saved means state to tide over the temporary mismatches in 
their receipts and payments. In area of market borrowings, the RBI has enhanced the 
flexibility available to the states. As per requests received from Maharashtra and 
Kerela, the *bank has permitted these states to raise up to 50% of total market 
borrowings through action route during 2002-03. The RBI has also constituted a 
consolidated sinking fund (CSF 1991-200) scheme for market borrowings of states 
operation since 1999. 
The state governments guarantees is the area where the bank has taken a 
number of initiatives. The Technical committee on state governments guarantees 
constituted by the bank in its report (1999) has recommended: (1) Imposition of 
ceilings on guarantees (2) selectively in calling for and providing of guarantees (3) 
Greater transparency in reporting of guarantees. 
Supplementing the states efforts, the Centre has also initiated measures to 
encourage fiscal reforms at state level. The Eleventh Finance Commission (FFC) has 
recommended the establishment of Incentive fund for the purpose of encouraging 
fiscal reforms in the states on the basis of mentionable fiscal reform programme. An 
incentive fund of Rs. 10,60 5 crores has been earmarked over the period of five years. 
In pursuance of this, the Government of India has drawn up a scheme called the states 
Fiscal Reforms Facility (2000-01 to 2004-05). 
in*; 
The states have also drawn up a Medium Term Fiscal Reforms programmes 
(MTFRP), Which aims at bringing down the fiscal deficit to sustainable levels and 
elimination of revenue deficit by 2005 and reduction of contingent abilities to 
sustainable levels. 
As per the mid year review of Ministry of Finance, the medium term fiscal 
plans have been finable for 16 states, i.e. A,P. Arunachal Pradesh, Orissa, 
Maharashtra ,Kerela, Kamataka, Manipur, Sikkim, Tamil Nadu, Himachal Pradesh, 
West Bengal, Rajasthan ,Mizoram, Meghalays, Tripura and Jammu and Kashmir. 
To strengthen the finances states have enacted Fiscal Responsibility 
Legislation. The state of Kamataka has already enacted Fiscal Responsibility 
Legislation. The states of Maharashtra and Punjab have introduced the fiscal 
Responsibility Bill in there legislatures. The Kerela government has proposed to 
introduce fiscal Accountability Bill. A detailed list of Reserve Bank of India and 
Centers Initiatives taken for states level reforms are presented in Appendix Table 4.3. 
The analysis and assessment of the fiscal reforms process of states clearly 
states that much more efforts needs to be carried out by the states for their expenditure 
management and revenue mobilization. Fiscal reforms implemented by the states 
while showing initial returns are still a work-in-progress, and significant challenges 
remain. While the ultimate responsibility for fiscal adjustment at the state level lies 
with Indian states, state fiscal reforms cannot be carried out by the states alone. The 
Government of India has a critical role to play in not only promoting expenditure and 
tax reforms but also strengthening the federal fiscal framework. 
In sihnmary, a joint Central state government reform programme aimed at 
both fiscal adjustment and at strengthening the development effectiveness of India's 
states is both desirable and feasible. 
Despite the deepning of the fiscal crisis, attempts to bring fiscal reforms have 
not been very successful. In fact, the fiscal deficits are only increasing the real reason 
for this failure lies in the difficulties of the states in redefining there roles, reordering 
their priorities and improving the efficiency of the government system and the public 
sector. Containing fiscal deficits involves hard choices. There is a choice between 
higher expenditure and larger resource mobilization. There is a choice between higher 
non-tax resource mobilization and higher taxation. There is a choice between 
subsidizing in efficiencies of the government as also of the public sector and higher 
in/; 
taxation. States are unable to make these hard choices. Thus we conclude that though 
economic reforms were started in 1990 but for state it started it late 1990's. 
In next chapter we analyze the finances of state of Uttar Pradesh from the 
period 1990-91 to 2002-"^ 
in? 
CHAPTER 5 
FISCAL SCENARIO OF UTTAR PRADESH 
INTRODUCTION: 
Uttar Pradesh is a huge state having one-sixth of the population of the nation. 
It is situated along the foothills of the Himalayas. The State stretches between 23°-52° 
and 31°-28° north latitude and 77°-04° and 84°-38° east longitude, in view of its 
location, it is bounded by neighboring counties-China and Nepal in the north and 
Indian States-Himachal Pradesh in the north-west. Haryana and Delhi in the west, 
Rajasthan in the South-West, Madhya Pradesh in the south and Bihar in the east. 
After the formation of the new state named as Uttranchal on November 9, 
2000, the land area of Uttar Pradesh reduced to 240928 sq. kms. Lucknow-the capital 
of Uttar Pradesh is situated in the central part of the state. At present the state 
comprises 19 administrative divisions and 70 districts, which has been further reduced 
but could not be made effective, as the issues became subjudice. Uttar Pradesh was at 
13* place among 15 states with Human Development Index value of 0.388, whereas 
the highest value was 0.638 in Kerala and all India value was 0.472. 
By virtue of being the top ranking state of India in terms of population, it has 
the maximum representation in parliament of so members are it constitutes almost 15 
percent of the Lok Sabha. Uttar Pradesh is also politically privileged as it has given 
eight Prime Ministers to the nation so far who have ruled the country for more than 
four decades. However, it is true that Uttar Pradesh has been lagging prospects, which 
is not very encouraging. Even the role of the States does not seem to be defined with 
sufficient force and direction. 
In the following sections we discuss the trends of the revenues, expenditures 
and fiscal indications of Uttar Pradesh during the period 1990-91 to 2002-03. 
5.1 Time Profile of Revenue of Uttar Pradesh 
One of the causes of worsening finances of states of Uttar Pradesh is the 
growing imbalance between revenue and expenditure. 
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Table 5.1 presents the state's government receipts during the period 1990-91 
to 2002-03. The total receipts of Uttar Pradesh was Rs. 1212,853 lakhs which 
increased to Rs. 2,782,119 lakhs, an increase of 2.29 times in span of 12 years. It is 
observed that the receipts on revenue account have been increasing considerably than 
receipts on papital account. The revenue receipts of Uttar Pradesh was Rs. 831010 
lakhs in 1990-91, which rose to Rs. 4,42431,37 lakhs m 2002-03, registering an 
increase 53.25 times, while capital receipts was only Rs, 381,843 lakhs in 1990-91 
just doubled to Rs. 38,638 lakhs in 1995-96 and in 2002-03 it was Rs. 1,461, 018 
lakhs, an increase of only 3.28 times during the period. The trend of revenue and 
capital receipts is more clear while observing from Graph5.1 
Graph 5.1 
Revenue and Capital Receipts of Uttar Pradesh (Rupees Lakhs), 
in 1990-91 to 2002-03. 
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The compound growth rate of total receipts Uttar Pradesh during the period 
1990-91 to 2002-03 was 11.11 percent while the buoyancy was only 0.94. The 
compound growth rate during the period 1990-91 to 1999-00 moderately increased to 
11.62 while buoyancy of total receipts fell to 0.87. Due to the bifurcation of Uttar 
Pradesh in Nov. 2000 into Uttar Pradesh and Uttranchal, the Compound growth rate 
of total receipts of Uttar Pradesh during the period 2000-01 to 2002-03 fell to 
4.55percent while the buoyancy coefficient fell to 0.50. 
The compound growth rate and buoyancy of revenue receipts of Uttar Pradesh 
during the period 1990-91 to 2002-03 was 10.09 percent and the buoyancy coefficient 
was 0.85. The compound growth rate decreased to 9.96 percent and buoyancy 
coefficient fell to 0.75. With the bifurcation, the compound growth rate during 2000-
01 to 2002-03 fell to 6.04 percent and its buoyancy fell to 0.63. 
As far as the position of capital receipts of Uttar Pradesh is concerned, the 
compound growth rate during 1990-91 to 2002-03 was 13.43 percent which showed 
healthy sign of development and buoyancy of capital receipts was greater than one. 
The compound growth rate of capital receipts was 15.16 percent during the period 
1990-91 to 1999-00 while buoyancy was also greater than one. With the bifurcation, 
the compound growth rate of Uttar Pradesh suddenly fell to 1.88 percent during the 
period 2000-01 to 2002-03 and the buoyancy of capital receipts become less than one 
(0.27). 
Thus we observe from Table 5.1 that in rupees terms revenue receipts of Uttar 
Pradesh increased at a faster rate than the capital receipts. The compound growth rate 
of revenue receipts is less than that of capital receipts during the period 1990-91 to 
2002-03 and the buoyancy of revenue receipts is less than one, while that of capital 
receipts is greater than one, which is a healthy sign of development. However if we 
observe the period 2000-01 to 2002-03 we find that the compound growth rate of 
revenue receipts is higher than that of capital receipts and the buoyancy of both of 
become less than unity. This inconsistency can be attributed due to the division of 
Uttar Pradesh into Uttar Pradesh as separate State and another State Uttaranchal. 
An examination of annual changes in revenue receipts of Uttar Pradesh during 
the period 1990-91 to 2002-03 (See Appendix Table A5.1) points towards lack of 
consistent efforts to mobilize resources in the states economy where growth of 
revenue expenditures could not be checked. 
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Table 5.2 
Receipts of States, Ratio to GSDP (in Percentage) 
Uttar Pradesh 
Revenue Receipts 
Capital Receipts 
Total Receipts 
1990-91 
14.71 
6.76 
-
1995-96 
14.32 
6.01 
-
2000-01 
14.25 
8.11 
-
2001-02 
13.57 
6.35 
-
2002-03 
13.27 
6.99 
-
Source: Table 5.1 and Computed. 
Table 5.2 shows the ratio of Uttar Pradesh revenue receipts and capital 
receipts in GSDP. The ratio in GSDP of revenue receipts was 14.71 percent in 1990-
91, which moderately decreased to 14.32percent in 1994-96 and then to ll.SOpercent 
in 1998-99.^  With the bifurcation of Uttar Pradesh in 2000, the ratio of revenue 
receipts remained same to 14.25 percent in 2000-01 and declined by one percentage 
point to 13.27percent in 2002-03. 
The ratio of capital receipts of Uttar Pradesh in GSDP was 6.76 percent in 
1990-91, which decreased to 4.40 percent in 1993-94 but again reached a peak level 
of 9.36 percent in 1994-95. In 2000-01 its ratio was 8.1 Ipercent to which decreased to 
6.97 percent in 2002-03. 
Table 5.3 
Receipts of States Per Capita (in Rupees) 
Uttar Pradesh 
Revenue Receipts 
Capital Receipts 
Total Receipts'. 
Source: TableS. 
1990-91 
636.85 
292.63 
-
and compute 
1995-96 
716.45 
467.77 
- • 
d. 
2000-01 
1,217.63 
855.87 
-
2001-02 
1.219.20 
712.08 
. 
2002-03 
1,370.16 
848.28 
. 
Table 5.3 shows the per capita share of revenue receipts and capital receipts 
during the period 1990-91 to 2002-03. The per capita revenue receipts was Rs. 636.85 
which increasing to Rs. 6716.45 in 1995-96 and then to Rs. 1370.16. The per capita 
capital receipts also showed an increasing trend but were less than that of per capita 
capital revenue receipts. It was Rs. 292.63 in 1990-91, which increased to Rs. 855.87 
and then decreased to Rs. 112.08 in 2001-02 but again increased to Rs. 848.28 in 
2002-03. 
Thus from the Table 5.1, 5.2 and 5.3 we can infer that total receipts, capital 
receipts and revenue receipts all showed an increasing trend but the revenue receipts 
increased mUch faster than capital receipts. With the bifurcation of Uttar Pradesh 
1 1 1 
compound growth rate of total receipts, revenue receipts and capital receipts a have 
decreased. The buoyancy of receipts also fell. 
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Table 5.4, Graph5.2 and 5.3 shows the composition of receipts of Uttar 
Pradesh during the period 1990-91 to 2002-03. 
Graph 5.2 
Tax and Non-tax Revenue of Uttar Pradesh (Rs. Lakhs), in 1999-91 to 2002-03. 
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Graph 5.3 
States Share in Central Taxes and Grants from Centre (Rs. Lakhs), in 1990-91 to 
2002-03. 
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Tax Revenue:- The tax revenue of Uttar Pradesh was Rs. 546,777 lakh in 1990-91 
which increased to 4.31 times in 2002-03 and become Rs. 2359868 lakhs. As far as 
the states, own tax revenue is concerned it also showed an increasing trend. It became 
almost four fold from period 1990-91 to 2002-03. The states share in Central taxes 
also showed an increasing trend and it lumped from Rs. 230, 5651akhs in 1990-91 to 
1083178 lakhs, an increase of (4.69 times). 
I, 
Non-Tax revenue: - Non-Tax revenue also showed an increasing trend. It was Rs. 
284,233 lakhs in 1990-91, which just doubled to Rs. 422,251 lakhs in 2002-03. 
The states own non-tax revenue also showed an increasing trend. It increased 
almost 2.46 times during the study period. It was Rs. 77,747 lakhs in 1990-91, which 
became Rs. 191349 lakhs in 2002-2003. 
Grants from Centre to the state showed a fluctuating trend. It was Rs. 206,486 
lakhs in 1990-91, which just increased to Rs. 231,286 lakhs in just a span of 5 years. 
11 / ; 
In 2002-03 it became to Rs. 230,902 lakhs, an increase of about 1.11 times in 12 
years. 
The compound growth rate and buoyancy of composition of receipts of Uttar 
Pradesh is also given in Table 5.4. 
The compound growth rate of tax revenue of Uttar Pradesh 13.05percent in 
1990-91 to 2002-03 and buoyancy was greater than unity. During the period 1990-91 
to 1999-00 the compound growth rate was 13.27percent while buoyancy coefficient 
decreased to 0.99. With the bifurcation, the compoimd growth rate of tax revenue of 
Uttar Pradesh fell to 8.56 percent ea\d buoyaivcy also become less than unity during 
the period 2000-01 to 2002-03. 
The compoimd growth rate of own tax revenue of Uttar Pradesh was 12.62 
percent in 1990-91 to 2002-03, which decreased to 7.83 percent in 2000-01 to 2002-
03. Regarding the buoyancy of states own tax revenue it was marginally above unity 
during the period 1990-91 to 2002-03 but it became less than unity during the period 
1990-91 to 1999-00 and 2000-01 to 2002-03. 
The compound growth rate of states' share in Central taxes was above 13 
percent during the period 1990-91 to 2002-03. But due to bifurcation of Uttar Pradesh 
it fell to 7.83percent in 2000-01 to 2002-03. The buoyancy of states share in Central 
taxes was above unity during the period 1990-91 to 2002-03 and 1990-91 to 1999-00. 
However it became to less than unity (0,94) in 2000- 01 to 2002-03. 
The compound growth rate of total non-tax revenue of Uttar Pradesh was 2.21 
percent in 1990-91 to 2002-03 while buoyancy was less than unity. However during 
the period 1990-91 to 1999-00 its compound growth rate was only 1.90 percent while 
buoyancy was also less than unity. However during the period 2000-01 to 2002-03 Ihc 
compound growth rate of total non-tax revenue of Uttar Pradesh became negative 
(-5.39percent), and buoyancy coefficient was also negative (-0.64). 
The states own non-tax revenue showed the same case. Its compound growth 
rate was 5.30 percent during the period 1990-91 to 2002-03, which increased to 
6.15percent during the period 1990-91 to 1999-00 and became negative during 2000-
02 to 2002-03. The buoyancy of states non-tax revenue of Uttar Pradesh remained 
below unity during the three periods. 
Compound growth rate of Grants from Centre was 0.82 percent during the 
period 1990-91 to 2002-03 which became negative during the two period that is 1990-
91 to 1999-00 and 2000-01 to 2000-03. Similarly its buoyancy coefficient was 0.06 in 
1 1 n 
1990-91 to 2002-03, which became negative during the two periods that is 1990-91 to 
1999-00 and 2000-01 to 2002-03. 
Table 5.5. 
Composition of Receipts (as Percentage to Total) 
Uttar Pradesh 
Tax Revenue of which 
States own Tax Revenue 
Share in Central Taxes 
Non Tax Revenue 
States own non-tax Revenue 
Grants from center 
Source: Table 5.4 and computec 
1990-91 
65.80 
38.05 
27.75-
34.20 
9.36 
24.85 
1995-96 
69.03 
35.94 
33.09 
30.97 
^5.77 
15.20 
2000-01 
80.93 
44.38 
36.56 
19.07 
7.86 
11.21 
2001-02 
80.16 
40.36 
39.80 
19.84 
6.98 
12.86 
2002-03 
84.82 
45.89 
38.93 
13.18 
6.88 
8.30 
As far as the composition of receipts as percentage to total is concerned, tax 
revenue increased more than the non-tax revenue (Table 5.5). The share of tax 
revenue in total receipts in 1990-91 was 65.90 percent. Which increased to 80.16 in 
2000-01 and then to 84.82 percent in 2002-03. The share of non-tax revenue was 
34.29 percent in 1990-91, which showed a declining trend and declined to 15.18 
percent in 2002-03. The share of states in Central taxes showed an increasing trend. It 
was 27.75percent in 1990-91, which increased to 38.93 percent in 2002-03. Grants 
from Centre showed a declining trend. It was 24.85 percent in 1990-91, which 
deceased to 12.86 percent in 2001-02 and then to 8.30 percent in 2002-03. 
Table 5.6 
Tax revenue of States, Ratio in GSDP (in Percentage) 
uttar Pradesh 
Tax Revenue of which 
States own ax Revenue 
Share in Central Taxes 
Non Tax Revenue 
States own non-tax Revenue 
Grants from Center 
1990-91 
9.68 
5.60 
4.08 
5.03 
1.38 
3.65 
1995-96 
9.89 
5.15 
4.74 
4.44 
2.26 
2.18 
2000-01 
11.53 
6.32 
5.21 
2.72 
1.12 
1.60 
2001-02 
10.87 
5.47 
5.40 
2.69 
0.95 
1.74 
2002-03 
11.26 
6.09 
5.17 
2.01 
0.91 
1.10 
Source: Table 5.4 and computed. 
As ratio of revenue receipts with GSDP is concerned it showed a same trend 
as the percent to total is concerned (Table 5.6). The ratio of tax revenue in GSDP was 
9.68percent in 1990-91, which increased to 11.26 percent in 2002-03. The non-tax 
ratio in GSDP showed a declining trend. It was 5.03percent in 1990-91, which 
decreased to 2.01 percent in 2002-03. 
The ratio of share in Central taxes in GSDP was 4.08 percent in 1990-91, 
which moderately increased to 4.74percent in 1995-96, which again declined to 3.75 
percent in 1998-99 and then increased to 5.21 percent in 2000-01. With the 
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bifurcation it remained on the same pattern of 5 percent of GSDP. The GSDP ratio of 
Grants from Centre was 3.65 percent in 1990-91, which reached a peak level of 
4.15percent in 1992-93 but again declined to 2.18 percent in 1995-96 and then to 1.60 
percent in 2000-01 due to bifurcation. 
Table 5.7 
Composition of Receipts, Per Capita (in Rupees) 
Uttar Pradesh 
Tax Revenue oF which 
States own ax Revenue 
Share in Central Taxes 
Non Tax Revenue 
States own non-tax Revenue 
Grants from Center 
1990-91 
419.03 
242.33 
176.70 
217.83 
59.58 
158.24 
1995-96 
716.45 
373.06 
343.39 
321.44 
163.67 
157.77 
2000-01 
1217.63 
667.63 
550.00 
286.86 
118.24 
168.62 
2001-02 
1219.20 
613.79 
605.41 
301.73 
106.18 
195.57 
2002-03 
1370.16 
741.26 
628.% 
245.16 
111.10 
134.06 
Source: Table 5.4 and computed. 
Table 5.7 presents the per capita, composition of receipts of Uttar Pradesh. 
The per capita share of tax revenue in revenue receipts was Rs. 419.03, which 
increased to Rs. 1370.16 in 2002-03. The share of non-tax revenue was less than tax 
revenue. The pr capita non-tax revenue was Rs. 217.83 in 1990-91, which only 
increased to Rs. 245.16 in 2002-03. The per capita share in Central taxes increased 
while the per capita grants from center declined during study period. 
Thus, the profile of tax revenue of state from the Table 5.4, 5.5, 5,6 and 5.7 
reveals rising tax revenue and falling non-tax revenue. The compound growth rate of 
own tax revenue is less than 1. The compoimd growth rate of states share in Central 
taxes was higher and its buoyancy was above one during the period 1990-91 to 2002-
03. However, due to bifurcation of Uttar Pradesh, its compound growth rate declined 
and buoyancy fell to below unity. Grants from Centre also showed a declining trend. 
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Tax structure of Uttar Pradesh: Table S.8 shows the relative shares of different 
taxes of Uttar Pradesh during the period 1990-91 to 2002-03. Taxes on services and 
taxes on property and capital transaction accounted for almost half of the total tax 
revenue. Uttar Pradesh government has commodity taxes as best source of income. It 
was Rs. 276, 268 lakhs in 1990-91, which increased to 3.84 times in 2002-03 and 
became to Rs. 1062027 lakhs. Out of taxes on commodities and services is concerned, 
sales tax occupied the highest position followed by state excise. The revenue from 
sales tax was Rs. 168037 lakhs in 1990-91 which increased to four fold in 2002-03 
and become Rs. 712,374 lakhs and that of excise duty was Rs. 72,479 lakhs in 1990-
91 which increased to 3.52 times in 2002-03 and became Rs. 255505 lakhs. 
Next position was occupied by taxes on property and capital transactions. It 
was Rs. 39,939 lakhs in 1990-91, which increased to 5.86 times and become Rs. 
214,293 lakhs in 2002-03. Stamps and registration fees showed an increasing trend. It 
was Rs. 35, 973 lakhs in 1990-91 which up to Rs. 207, 868 lakhs in 2002-03. 
Last position was occupied by taxes on income, out of which taxes from 
agricultural Income was N/A except for the year 2000-01 in which it become Rs. 5 
lakhs. The compound growth rate and buoyancy of relative share of different taxes of 
Uttar Pradesh it is presented in Table 5.8. 
The taxes on Income showed negative compound growth rate during the 
period 2000-01 to 2002-03. It was 9.22 percent. The buoyancy of taxes on income 
was also negative. The compound growth rate of taxes on property and capital 
transactions was 13.54percent during the period 1990-91 to 2002-03 while the 
buoyancy was greater than xmity. During the period 1999-91 to 1999-00 the 
compound growth rate was 1384percent while buoyancy was also greater than one. 
However one thing we note that after the biftircation of Uttar Pradesh, the compound 
growth rate bf taxes on property and capital transactions showed on increasing trend. 
It was 26.04percent in period 2000-01 to 2002-03; while buoyancy coefficient was 
very high that is 2.50. Out of taxes on property and capital transactions the compound 
growth rate of stamps and registration fees was high. It was 14.12 percent in 1990-91 
to 2002-03 and buoyancy was greater than one. Similarly after the division of Uttar 
Pradesh, the compound growth rate of taxes on stamps and registration fees of Uttar 
Pradesh increased to 27.95 during the period 2000-01 to 2002-03, while buoyancy 
coefficient was 2.66. The compound growth rate of taxes on commodities and service 
was 12.44, percent during the same period and its buoyancy was greater than one. 
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coefficient was 2.66. The compound growth rate of taxes on commodities and service 
was 12.44, percent during the same period and its buoyancy was greater than one. 
However after the bifurcation in 2000, the compoimd growth rate of taxes on 
cominodities and servicies decreased to 5.03percent during the period 2000-01 to 
2002-03 and the buoyancy become less than one. Out of taxes on commodities and 
services, the compound growth rate of sales tax during the period 2000-01 to 2002-03 
was 7.90 percent and buoyancy was 0.83. The compoimd growth rate of state excise 
was 11.42percent in 1990-91 to 2002-03 and the buoyancy was less than unity with 
the bifurcation the compound growth rate decreased to 6.84percent during 2000-01 to 
2002-03 and its buoyancy also became than unity. 
Thus we conclude firom Table 5.8 that Uttar Pradesh government has found 
commodity taxes as a best source of income. The share of the state in the union duties 
has also became an important source of revenue to Uttar Pradesh. In fact, it has 
became the second most important source of revenue to the state followed by the sales 
tax. Stamps and registration fees were at third place. Last position was occupied by 
taxes on income, which includes land revenue and agricultural income tax. 
However, even after the bifurcation the compound growth rate of property and 
capital transactions showed an increasing trend while compound growth rate of taxes 
on commodities and services showed a decreasing trend. 
Increasing buoyancy rates of taxes will give more revenue to government, but 
in Uttar Pradesh the buoyancy rates have continued to decrease for all most all taxes 
during the period 1990-91 to 2002-03. 
Table 5.9. 
i Relative Share of Different Taxes (Percentage to Total) 
Uttar Pradesh 
Tax Revenue of which 
Taxes on Income Agricultural 
Income tax 
Taxes on property and capita! 
(runsaclioiis. 
Stamps and registration fees 
Taxes on commodities on and service 
Sales Tax 
Excise duty 
1990-91 
0.00 
0.00 
4.81 
4.33 
33.24 
20.22 
8.72 
1995-96 
0.02 
0.00 
5.25 
4.83 
30.68 
0.00 
7.61 
2000-01 
0.02 
0.00 
5.45 
5.13 
38.91 
24.73 
9.05 
2001-02 
0.06 
0.00 
5.87 
5.58 
34.43 
24.08 
7.66 
2002-03 
0.01 
0.00 
7.70 
7.47 
38.17 
25.62 
9.18 
Source: Tabic 5.8 and computed. 
The details pertaining to share of major taxes of Uttar Pradesh in total receipts 
in percentage terms for the period 1990-91 to 2002-03 is presented in Table 5.9. From 
the Tabic 5.9 we can see the sales tax occupied the first position by contributing the 
extent of 20.22 percent in 1990-91, which increased to 25.61 percent in 2002-03. State 
excise duties occupied the second position whose share in total receipts was 
8.72percent in 1990-91, which increased to 9.18percent 2002-03 stamps and 
registration fees occupied the third position. Its share was 4.33percent in 1990-91, 
which increased to 7.47 percent in 2002-03. The share of taxes on vehicles was 
1.03percent in 1990-91, which decreased to less than 1 percent till 1997-98. In 1998-
99 its share again increased to 1.22percent and then to 2.22percent in 2002-03. 
Taxes on goods and passengers were 1.83percent, which decreased to 
0.35percent in 2000-01 due to bifurcation of Uttar Pradesh. The share of taxes and 
duties on electricity and entertainment tax was also very low. Their share remained 
below 1 percent during the study period. 
Tabic 5.10 
Relative Share of Different Taxes, Ratio in GSDP (in Percentage) 
Uttar Pradesh 
Tux Kevcnuc ofwiiich 
Taxes on Income Agricultural Income tax 
Taxes on property and capital trans. 
Stamps and registration fees 
Taxes on commodities on services 
Sales Tax 
Excise duty 
1990-91 
0.00 
0.00 
0.71 
0.64 
4.89 
2.97 
1.28 
1995-96 
0.00 
0.00 
0.75 
0.69 
4.39 
0.00 
1.09 
2000-01 
0.00 
0.00 
0.78 
0.73 
5.54 
3.52 
1.29 
2001-02 
0.01 
0.00 
0.80 
0.76 
4.67 
3.27 
1.04 
2002-03 
0.00 
0.00 
1.02 
0.99 
5.01 
3.40 
1.22 
Source: Table 5.8 and computed. 
Table 5.10 shows the relative share of different taxes of Uttar Pradesh as ratio 
in GSDP. The highest ratio in GSDP was of taxes on conmiodities and services, 
which was 4.89 percent, which increased to 5.01 percent in 2002-03. Out of taxes on 
commodities and services, sales tax ratio in GSDP was 2.97 percent in 1990-91 which 
become 0.00 percent in 1995-96 and then increased to 3.40 percent 2002-03. The ratio 
of excises duty in GSDP was 1.28percent in 1990-91 and remained moderately above 
1 percent during the whole period. The ratio of taxes on property and capital 
transaction which includes stamps duty and registration fees and revenue from urban 
immovable ^property was 0.71 percent in GSDP in 1990-91 which moderately 
increased to 1.02 percent after division of Uttar Pradesh .The ratio in GSDP of taxes 
on vehicles, goods and passengers, electricity and on entertaimnent was very low. The 
ratio of taxes on income remained zero during study period. 
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Table 5.10 
Relative Share of Different Taxes, Per Capita (in Rupees) 
Uttar Pradesh 
Taxes Income 
Agricultural Income Tax 
Taxes on Property and capital 
Transactions 
Stamps duties and Registration fees 
Taxes on Conmiodities and services 
Sales Tax 
Excise duty 
1990-91 
0.00 
0.00 
30.61 
27.57 
211.72 
128.78 
55.55 
1995-96 
0.20 
0.00 
54.45 
50.12 
318.42 
0.00 
79.03 
2000-01 
0.27 
0.00 
82.01 
77.21 
585.34 
372.02 
136.11 
2001-02 
0.86 
0.00 
89.26 
84.92 
523.67 
366.19 
116.54 
2002-03 
0.21 
0.00 
124.42 
120.69 
616.62 
413.61 
148.35 
Source: Table 5.8 and computed. 
Table S.IO represents the per capita relative share of major taxes of Uttar 
Pradesh during the period 1990-91 to 2002-03. The per capita tax on income was 
negligible during the whole period. The per capita tax on property capital transactions 
was Rs. 30.61 in 1990-91, which increased to Rs. 124,42 in 2002-03. Taxes on 
commodities and service transactions showed the highest per capita. It was Rs. 211.71 
in 1990-91, which went up to Rs. 616.62 in 2002-03. Out of it, the per capita sales tax 
was Rs. 128.78 in 1990-92, which mcreased to Rs. 413.61 in 2002-03. The per capita 
excise duty was Rs. 55.55 in 1990-92, which went up to Rs. 148.35 in 2002-03 even 
after the bifurcation. 
The per capita taxes on vehicles were rupees 6.55, which increased to Rs. 
33.02 in 2000-01, and then to Rs. 35.93 in 2002-03. The per capita entertainment tax 
was Rs. 5.15 in 1990-91, which increased Rs. 30.66 after biftu-cation of Uttar Pradesh 
in 2000-01 again decreased to Rs. 3.56 in 2002-03. 
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Table 5.12 presents the analysis of capital receipts of Uttar Pradesh using the 
period 1990-91 to 2002-03. 
The capital receipts of Uttar Pradesh increased from Rs. 381843 lakhs in 
1990-91 to Rs. 146018 lakhs representing a increase by 3.82 times. The increase in 
capital receipts is lower than increase in the revenue receipts. 
Out of capital receipts of Uttar Pradesh during the study period, the internal 
debt was Rs. 58,678 lakhs in 1990-91 representing 15.37 percent of total capital 
receipts and in 2002-03 it became Rs. 8.38, 166 lakhs representing 57.37 percent of 
the capital receipt. Thus the share of internal debt increased a faster rate during the 
study period, which is not a good sign. 
Loans and advances from Centre also showed an increasing trend. It was Rs. 
199,499 lakhs in 1990-91, which just doubled (1.55) times and became Rs. 310, 791 
lakhs in 2002-03. Regarding the percentage share of loans and advances from Centre 
in capital receipts it, showed decreasing trend. It was S2.25percent in 1990-91, which 
decreased to 21.27percent in 2002-03. 
The recovery of loans and advance showed a decreasing trend. It was Rs. 
29590 lakhs in 2000-01 and then again to Rs. 21,911 lakhs in 2002-03. As regarding 
the percentage share in total it also showed a decreasing trend. It was 9.56percent in 
1990-91, which decreased to 2.10percent in 2000-01 and then to 1.50percent in 2002-
03. 
The .compound growth rate of capital receipts of Uttar Pradesh during the 
period 1990-91 to 2002-03 was 13.43 percent while the buoyancy was more than 
unity. During the period 1990-91 to 1999-00 the compound growth rate of capital 
receipts was 15.16 percent and buoyancy was greater than unity. However due to 
division of Uttar Pradesh, the compound growth rate of Uttar Pradesh fell to 1.88 
percent during the period 2000-01 to 2002-03, while the buoyancy become less than 
unity. Out of capital receipts of Uttar Pradesh, the compoimd growth rate of Internal 
debt was 27.48 percent while buoyancy as greater than unity. During the period 2000-
01 to 2002-03 the compound growth rate fell to 15.26 percent, while buoyancy 
coefficient was 1.50. The compound growth rate of loans and advances from Centre 
4.62 percent while buoyancy was less than unity during the period 1990-91 to 2002-
03. But after the division of Uttar Pradesh in 2000, the compound growth rate of loans 
and advances from Centre increased to 11.12 percent and buoyancy became greater 
than unity. 
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The compound growth rate of recovery of loans and advances was 5.14 
percent in 1990-91 to 2002-03 and the buoyancy coefficient was 0.50. However after 
the bifurcation the compound growth rate became negative to 13.95percent and the 
buoyancy coefficient also became negative that is of-1.74. 
Table 5.13 
Capital Receipts, Ratio in GSDP (in Percentage) 
Uttaf Pradesh 
Capital Receipts 
Internal Debt 
Loans and advances from center-
Recovery of loans 
1990-91 
6.76 
1.04 
3.53 
0.65 
1995-96 
6.01 
1.24 
2.60 
0.14 
2000-01 
8.11 
3.63 
1.45 
0.17 
2001-02 
6.35 
3.83 
1.46 
0.19 
2002-03 
6.97 
4.00 
1.48 
0.10 
Source: Table 5.12 and computed. 
Table 5.13 shows the capital receipts of Uttar Pradesh as ratio in GSDP. The 
ratio of capital receipts of Uttar Pradesh in GSDP was 6.76 percent in 1990-91 which 
increased to S.llpercent on 2000-01 but decreased to 6.97 percent in 2002-03 after 
bifurcation of Uttar Pradesh The ratio in GSDP of internal debt was 1.04 percent in 
1990-91, which increased to 2.63 percent in 2000-01 and then to 4.00percent in 2002-
03. The ratio in GSDP of recovery on loans and advances was 0.65 percent in 1990-
91, which decreased to 0.17percent in 2000-01 due to biftircation. 
Table S.14 
Capital Receipts of States, Per capita (in Rupees) 
Uttar Pradesh 
Capital Receipts 
Internal Debt 
Loans and advances from center 
Recovery of loans and advances 
1990-91 
292.63 
44.97 
152.89 
27.99 
1995-96 
435.64 
89.82 
188.63 
10.35 
2000-01 
855.87 
383.63 
153.04 
17.99 
2001-02 
712.08 
429.90 
163.83 
21.72 
2002-03 
848.28 
486.65 
180.45 
12.72 
Source: Table5.12 and calculated 
Tables. 14 represents the per capita capital receipts of Uttar Pradesh during the 
period 1990-91 to 2002-03. The per capita capital receipts of Uttar Pradesh was Rs. 
292.63 in 1990-91 which increased to Rs. 855.87 in 2000-01 but again decreased to 
Rs. 712.08 in 2001-02 and then increased to Rs. 848.28 in 2002-03. Out of per capita 
capital receipts, the largest share was of internal debt. The per capita Internal debt was 
Rs. 444.97, which increased to Rs. 486.65 in 2002-03. The per capita share of 
recovery of loans and advances decreased during the study period due to biftircation. 
It was Rs. 22.99 in 1990-91, which decreased to Rs. 17.99 in 2000-01 and then to Rs. 
12.72 in 2002-03 (See Appendix Table A 5.1). 
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There are six non-tax sources of Uttar Pradesh, which accounts for more than 
75 percent of total non-tax revenues. These are: Interest receipts, receipts from the 
general services, receipts from education, receipts from sports, art and culture in 
social services and receipts from forestry and wild life, major and medium irrigation 
and royalties from minerals in the category of economic services. 
Table 5.15 presents the components of own non-tax revenue of Uttar Pradesh 
during the period 1990-91 to 2000-01. The own non-tax revenue of Uttar Pradesh was 
Rs. 77,747 lakhs, which increased to just 2.46 times in 2002-03 and became Rs. 
191,349 lakhs. Out of own-non-tax revenue the major item of revenue was economic 
services, which was Rs. 19,223 lakhs that increased around 3.22 times and became Rs 
62,033. Next item of own non-tax revenue was general services, which increased 
around 1.22^  times during the period under study and became Rs. 33,360 lakhs in 
2002-03. The receipts from interest increased only 1.79 times and became Rs 54,349. 
However, one thing we note that with the division of Uttar Pradesh in 2000, it 
has effected the non-tax revenue resource of the states. Uttar Pradesh has lost out in 
terms of share of forests and sources of hydel energy. It is clear from the Table 5.15 
that the states own non-tax revenue was Rs. 194,465 lakhs in 2000-01, which 
decreased to Rs. 178,707 lakhs in 2001-02 and then moderately increased to Rs. 191, 
349 lakhs in 2002-03. The share from economic services also decreased. It was Rs. 
89, 855 lakhs in 1999-00, which became Rs. 32,268 lakhs and then to Rs. 62,033 
lakhs in 2001-02 but moderately increased to Rs. 71, 584 lakhs in 2002-03. Out of 
economic services, the major item that was affected was forestry and wild life whose 
revenue was Rs. 16, 052 lakhs in 1999-00, which decreased to Rs. 7, 687 lakhs in 
2000-01 and then moderately increased to Rs. 8627 lakhs in 2002-03. 
Another major thing we not that revenue from social services was not much 
effected due to bifurcation. It was Rs. 29,713 lakhs in 1999-00 which increased to Rs. 
32, 563 lakhs in 2000-01 and then to Rs. 35,963 lakhs in 2002-03, which as good sign 
of dcvelopmcnl. Out of social services, the revenue from education, sports art and 
culture showed an increasing trend even with bifurcation. It was Rs, 13, 763 lakhs in 
1999-00, which increased to Rs. 17, 724 lakhs in 2000-01 and then to Rs. 25.535 
lakhs in 2002-03. The revenue from medical, public health and family welfare 
decreased from Rs. 5262 lakhs in 1999-00 to Rs. 3,255 lakhs in 2000-01 but 
moderately increased to Rs. 4246 lakhs in 2002-03. The revenue from general 
services was moderately affected. It was Rs. 33,337 lakhs in 1999-00, which became 
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Rs. 26, 172 lakhs in 2000-01 and then increased to Rs. 33,360 lakhs in 2002-03. The 
interest receipts were also not effected. It was Rs. 4,7668 lakhs in 1999-00, which 
increased to Rs. 52,517 lakhs in 2000-01 and then to Rs. 54,349 lakhs 2001-02. 
Regarding the compound growth rate and buoyancy of own non-tax revenue 
during the period 1990-91 to 2002-03 it was 4.79 percent and buoyancy coefficient 
was 0.42. The highest compound growth rate was observed in case of social services, 
which were 15.05 percent, and its buoyancy was greater than unity. The compound 
growth rate 'of economic services was 10.97 percent and buoyancy was just close to 
unity. The compound growth rate of general services was negative that is 5.16 percent 
and buoyancy was also negative. 
Due to bifurcation oi" Utlar Pradesh in 2000, the compound growth rate and 
buoyancy during the period 2000-01 to 2002-03 was negative except for general 
services and social services. 
Table 5.16. 
Components of Own Non-Tax Revenue (Percentage to Total) 
Uttar Pradesh 
Own non-tax revenue 
1. Interest Receipts 
2. Dividends and profits 
3. General Services 
.4. Social Service 
S. Fiscal Services 
6. Economic Services 
1990-91 
9.36 
3.64 
0.03 
2.55 
0.83 
0.00 
2.31 
1995-96 
15.77 
4.05 
0.02 
8.67 
0.67 
0.00 
3.36 
2000-01 
7.86 
2.12 
0.04 
1.06 
1.32 
0.00 
3.32 
2001-02 
6.98 
2.12 
0.02 
1.30 
1.11 
0.00 
2.42 
2002-03 
6.88 
1.85 
0.03 
1.13 
1.29 
0.00 
2.57 
Source: Table5.15 and computed. 
The components of own-non-tax revenue of Uttar Pradesh as percentage to 
total during the period 1990-91 to 2002-03 are presented in Table 5.16. The 
percentage share of states own non-tax revenue was 9.36 percent in 1990-91, which 
increased to 15.37percent in 1995-96 and then decreased due to bifurcation to 
7.86percent in 2000-01. It again decreased to one percentage point to 6.88 percent in 
2002-03. Out of states own non-tax revenue, the major share was taken by economic 
services. It was 2.3 percent in 1990-91, which increased to 3.36 percent in 1995-96 
and then decreased to 2.37percent in 2002-03. The share of interest receipts was 3.64 
percent in 1990-91, whicli decreased to 1.85 percent in 2002-03. The share of general 
services was 2.55percent in 1990-91, which suddenly increased to 8.67 percent in 
1995-96 but again decreased to 1.13percent in 2002-03. The share of fiscal services 
was negligible. 
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Table 5.17 
Components of Own Non-Tax Revenue, Ratio in GSDP (in Percentage) 
Uttar Pradesh 
States Own-Non-Tax Revenue 
Interest Receipts 
Dividends and profits 
General Services 
Social Services 
Fiscal Services 
Economic Services 
1990-91 
59.58 
23.15 
0.22 
16.22 
5.27 
0,00 
14.73 
1995-96 
163.67 
31.64 
0.24 
89.95 
6.93 
0.00 
34.92 
2000-01 
118.24 
31.93 
0.53 
15.91 
19.80 
0.54 
50.02 
2001-02 
106.18 
32.29 
0.38 
19.82 
16.83 
0.00 
36.86 
2002-03 
111.10 
29.92 
0.46 
18.28 
20.88 
0.00 
41.56 
Source: I'able S.15 and calculated. 
Tabic 5.18 
Component of State Own Non-Taxes Revenue, Per Capita (in Rupees) 
Uttar Pradesh 
Own non-tax revenue of which 
Interest Receipts 
Dividends and profits 
General Services 
Social Service 
Fiscal Services 
Economic Services 
1990-91 
1.38 
0.53 
0.01 
0.37 
0.12 
0.00 
0.34 
1995-96 
2.26 
. 0.44 
0.00 
1.24 
0.10 
0.00 
0.48 
2000-01 
1.12 
0.30 
0.01 
0.15 
0.19 
0.00 
0.47 
2001-02 
0.95 
0.29 
0.00 
0.18 
0.15 
0.00 
0.33 
2002-03 
0.91 
0.25 
0.00 
0.15 
0.15 
0.00 
0.34 
Source: Table 5.18 and computed 2 
The above Table 5.17 shows the components of own non-tax revenue of states 
as percentage as ratio in GSDP. It was 1.38 percent in 1990-91, which increased to 
2.26 percent in 1995-96 and then decreased to 0.91 percent due to bifurcation. The 
share of interest receipts was 0.53 percent in 1990-91, which decreased to 0,23 
percent in 2002-03. The share of dividends and profits was only 0.01 percent of in 
GSDP in 1990-91, whose share became to 0.00 percent in 2002-03. The share of 
general services decreased during the study period. It was 0.37percent in 1990-91, 
which decreased to O.lSpercent in 2002-03. The share of social services was 
0.12percent in 1990-91, which then increased to 0.19percent in 2001-02 and 
moderately decreased to 0.17percent in 2002.03. The share of economic services 
followed the same pattern. Its share in GSDP was 0.34percent in 1990-91, which 
again remained to 0.34percent in 2002-03. 
Table 5.18 shows the per capita own-non-tax revenue of Uttar Pradesh during 
the period 1990-91 to 2002-03. The per capita own-non-tax revenue was Rs. 59.58 in 
1990-91, which went up to Rs. 163.67 in 1995-96. In 1999-00 it was Rs. 125.17 
decreased to Rs. 118.24 in 2000-01 and then to Rs. 111.10 in 2002-03. The per capita 
Interest receipts was Rs. 23.15 in 1990-91 which went up to rupees 31.62 in 1995-96 
m 
then to Rs. 29.92 in 2002-03. The per capita general services was Rs. 16.22 in 1990-
91 which increased to Rs. 89.95 in 1995-96, and then decreased to Rs. 20.74 in 1999-
00 and further decreased to Rs. 15.19 m 2000-01 and again went up to Rs. 34.92 and 
then to Rs. 55.91 in 1999-00 and then decreased to Rs. 41.56 in 2002-03. 
Thus in context of state finances the partitioning has affected the states non-
tax revenue because the major share of forests is in the region of Uttranchal. 
From Table 5.15, 5.16, 5.17, 5.18 we infer that in rupees terms own non-tax 
revenue of Uttar Pradesh showed an increasing trend. Out of major items of own non-
tax revenue, the share of economic services was highest in royalty from minerals in 
recent years. However, one thing we note that own non-tax significantly declined. 
Further due to the Supreme Court decision linking felling of trees to scientific 
management of forests. Secondly, due to the partition of Uttar Pradesh more forests 
were in Uttranchal and the remaining forests in Uttar Pradesh are likely to contribute a 
very small amount. 
The pompound growth rate of social services was highest during the period 
1990-91 to 2002-03. The revenue from social services was not much affected due to 
bifurcation but its share increased which is a good sign of development. 
5.2 Time Profile of Expenditure of Uttar Pradesh. 
Committed or contractual expenditures claim such a large part of total 
expenditure in Uttar Pradesh that it leaves almost no scope to pay attention towards 
more rewarding items. The worst was in 1998-99 when expenditure on salary, pension 
and interest payment exceeded the total revenue receipts. This may be attributed to 
two factors: the first is the slow growth in of revenue receipts and second relates to 
the nature of the expenditure that cannot be brought down substantially in a short 
time. 
Table 5.19 and Graph 5.4 presents the summary picture of state expenditure. It 
also shows the total expenditure viz revenue and capital expenditure. 
n ? 
Graph 5.4 
Revenue and Capital Expenditure of Uttar Pradesh (Rupees Lakhs) in 1990-91 
to 2002-03 
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While seeing the expenditure (Table 5.19) of Uttar Pradesh during the period 
1990-91 to 2002-03, we find that the total expenditure of Uttar Pradesh was 1224,016 
lakhs in 1990-91 which increased to Rs. 20787,04 lakhs in 1995-96, which further 
increased to Rs. 4,208614 lakhs in 2002-03 an increase of 3.15 times in 12 years. 
While examining the components of expenditure we find that the revenue expenditure 
of Uttar Pradesh was Rs. 9,53836 lakhs in 1990-92, which went up to Rs. 1755, 586 
lakhs in 1995-96 and then to Rs. 3293,850 lakhs in 2002-03, that is an increase of 
(3.43) times. The capital expenditure of Uttar Pradesh was Rs. 270,810 lakhs 1990-91 
which also showed an increasing trend and went further to Rs, 914,764 lakhs in 2002-
03 (3.38 times). 
Thus, the overall analysis shows that the total, revenue and capital expenditure 
of Uttar Pradesh showed an increasing trend during the period of study. The revenue 
expenditure grew at faster rate than the capital expenditure. (See Appendix Table A 
5.1) 
The compound growth rate of total expenditure of Uttar Pradesh was 11.31 
percent while buoyancy was less than unity. During the bifurcation of Uttar Pradesh 
compound growth rate during period 2000-01 2002-03 decreased to 7.11 percent and 
buoyancy has declined. The compound growth rate and buoyancy of revenue and 
capital expenditure was 11.34percent and 9.48 percent respectively and buoyancy of 
both was less than unity during the period 1990-91 to 2002-03. However the 
compound growth rate of revenue and capital expenditure during the period 2000-01 
to 2002-03 was 3.03percent and 27.26 percent and buoyancy coefficient of revenue 
expenditure was less than unity while that of capital expenditure was greater than 
unity. 
Thus fi-om Table 5.19 we observe that total expenditure of Uttar Pradesh 
increased 3.43 times. The revenue expenditure has increased 3.15 while capital 
expenditure has shown an increase of 3.38 times, The compound growth rate of 
revenue expenditure is higher than compound growth rate of capital expenditure 
during the three periods, which shows that revenue expenditure of Uttar Pradesh 
account for the lion's share of expenditure in the State. The buoyancy of total, 
revenue and capital expenditure was below unity in all the periods except that of 
capital expenditure whose buoyancy coefficient became 2.20 in period 2000-01 to 
2002-03. 
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Table 5.20 
Components of Expenditure (Percentage Share in Respective Total) 
Uttar Pradesh 
Revenue Expenditure 
Capital Expenditure 
Total Expenditure 
1990-91 
-
-
77.93 
1995-96 
-
84.46 
2000-01 
-
-
84.63 
2001-02 
-
-
83.40 
2002-03 
-
-
78.26 
Source: Table S.19 and computed. 
Table 5.20 presents the percent share of total expenditure of Uttar Pradesh 
during the period 1990-91 to 2002-03. The percentage share of total expenditure was 
77.93percent in 1990-91, which increased 84.46percent in 1995-96 and then 
decreased to 78.26 percent in 2002-03 due to bifurcation. 
Table 5.21 
Components of Expenditure, Ratio in GSDP (in Percentage) 
Uttar Pradesh 
Revenue Expenditure 
Capital Expenditure 
Total Expenditure 
1990-91 
16.88 
4.78 
21.66 
1995-96 
16.52 
3.04 
19.56 
2000-01 
17,87 
3.25 
21.12 
2001-02 
16.84 
3.35 
20.19 
2002-03 
15.71 
4.36 
20.07 
Source: iTable5.19 and computed. 
Table 5.21 shows the components of expenditure of Uttar Pradesh as ratio in 
GSDP. As seen from the Table 5.21 the we find that the ratio of total expenditure of 
Uttar Pradesh in GSDP in 1990-91 was 21.66 percent which decreased around only 2 
percent in 1996-97 and became 19.55 percent, but again rose to 20.07 percent in 
2002-03. The ratio of revenue expenditure in GSDP was 16.88 percent in 1990-91, 
which increased to 1 percent point in 1992-93 and became 17.75 percent again. It 
decreased to 15.03 percent in 1996-97 and remained 15.71 percent in 2002-03. 
The ratio of capital expenditure in GSDP was 4.78 percent in 1990-91, which 
decreased to 2.98 percent in 1996-97 but again moderately rose to 4.36 percent in 
2002-03. 
From the year 2000 the Uttar Pradesh state has been divided into two states (1) 
Uttar Pradesh and (2) Uttranchal. From this year onwards the share of revenue 
expenditure has decreased, while that of capital expenditure has increased, which 
good sign of development. It is obvious from the data that the State of Uttar Pradesh 
has not been, able to control revenue expenditure in the earlier years, which is as root 
cause of worsening finances. 
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Table 5.22 
Components of Expenditure, Per Capita (in Rupees) 
Uttar Pradesh 
Revenue Expenditure 
Capital Expenditure 
Total Expenditure 
1990-91 
730.98 
207.06 
938.04 
1995-96 
1.197.56 
220.41 
1417.97 
2000-01 
1.886.91 
343.46 
2230.36 
2001-02 
1.883.26 
375.76 
2.264.01 
2002-03 
1.912.44 
531.12 
2.443.56 
Source: Table 5.19 and \computed. 
The above Table 5.22 shows the per capita components of expenditure of 
Ullar Pradesh during the period 1990-91 to 2002-03, 
The per capita total expenditure of Uttar Pradesh was Rs. 938.04 in 1990-91 
which increased to Rs. 1417.91 in 1995-96 and then to Rs. 2,443.56 in 2002-03. The 
per capita revenue expenditure of Uttar Pradesh was Rs. 730.98 in 1990-91, which 
increased to Rs. 1197.56 in 1995-96 and then to Rs. 1912.44 in 2002-03. The per 
capita capital expenditure of Uttar Pradesh also showed an increasing trend during the 
period 1990-91 to 2002-03, but it was less than of revenue expenditure. The per capita 
capital expenditure was Rs. 90.25 in 1990-91 which moderately increased to Rs. 
220.41 in 1995-96 and further to Rs. 220.31 in 2002-03. 
Thus the per capita revenue expenditure of Uttar Pradesh increased at more 
faster pace than the capital expenditure. 
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Table 5.23 and Graph 5.6 presents the components of revenue developmental 
expenditure of Uttar Pradesh during the period 1990-91 to 2002-03. The revenue 
development expenditure incurred by Uttar Pradesh government in 1990-91 was Rs. 
615,5711 lakhs which increased to Rs. 1619,124 lakhs in 2002-03 an increase of 2.3 
times. 
Graph 5.5 
Developmental Revenue Expenditure of Uttar Pradesh of which Social Services 
and Economic Services (Rupees Laldis), 1990-91 to 2002-03 
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The expenditure on social services was greater than that of economic services. 
The expenditure on social services increased at 3.03 times than while of economic 
services increased at 2.12 times during the span of 12 years. The expenditure on social 
services was Rs. 339,291 lakhs in 1990-91, while that of economic services was Rs. 
276, 280. The social services expenditure went to Rs. 1030,804 lakhs in 2002-03 
while economic services expenditure went up to Rs. 588,320 lakhs. Out of social 
services expenditure, the major item of expenditure was on education sports art and 
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culture. It was Rs. 210, 308 lakhs in 1990-91, which increased to Rs. 606,706 lakhs in 
2002-03. The lowest expenditure was incurred on housing. It was just Rs. 981 lakhs in 
1990-91, which increased to Rs. 1485 lakhs in 2002-03. However, no expenditure 
which was incurred on nutrition. (See Appendix Table A 5.1). 
The major share of economic services was spend on rural development. It was 
Rs. 94,584 lakhs, which increased to Rs. 167,382 lakhs in 2002-03. Next share was 
occupied by irrigation and flood control. Its share was Rs. 68,240 lakhs in 1990-91, 
which increased to Rs. 107,290 lakhs in 2002-03. However, the expenditure on 
agriculture and allied activities was also high. It was Rs. 61,371 Lakhs in 1990-91 
which increased to Rs. 131,919 lakhs in 2002-03 an increased of 2.14 times, 
The expenditure on energy was negligible in 1990-91, which increased to Rs. 
6289 lakhs in 1992-93 and in 2002-03 it became Rs. 41,376 lakhs. The lowest 
expenditure was on science. Technology and environment. 11 was Rs. 323 Lakhs in 
1990-91, which increased to Rs. 724 lakhs in 2002-03. 
The development expenditure on economic services decreased after the 
bifurcation of Uttar Pradesh in 2000-01 while that of social services remained 
unaffected. The expenditure on economic services was Rs. 557,203 in 2000-01, which 
decreased to Rs. 534,973 in 2001-02. 
Thus it is noticed from Table 5.23 that developmental revenue expenditure of 
Uttar Pradesh showed an increasing trend during the period imder study. The major 
item of developmental revenue expenditure is on social services. Out of social service 
expenditure the major expenditure is on education sports art and culture. 
140 
Table 5.24 
Components of Development Revenue Expenditure 
(Percentage Share in Respective Totals) 
Uttar Pradesh 
1) Developmental mental expenditure 
(A+B) of which 
A) Social Services 
1) Educational Sports Art and Cultural 
2) Medical and Public Health 
B) Economic Services 
1) Agriculture and allied activates 
2) Rural development 
3) Irrigation and Flood Control 
4) Transport and Environment 
communication 
1990-91 
35.57 
22.05 
6.52 
28.97 
6.43 
9.92 
7.15 
2.07 
1995-96 
31.32 
19.27 
4.48 
• 20.70 
4.56 
4.39 
7.48 
1.53 
2000-01 
29.70 
19.72 
3.68 
17.96 
4.26 
5.94 
4.32 
1.78 
2001-02 
29.38 
19.01 
3.4 
16.83 
4.20 
4.87 
4.21 
1.78 
2002-03 
31.29 
18.42 
3.92 
17.86 
4.01 
5.08 
4.67 
2.14 
Source: Table 5.23 and Computed. 
The percentage share in totals of major components of development revenue 
expenditure is shown in Table 5.24. From the above Table we can observe that share 
of social expenditure in total expenditure was more than the economic services. The 
share of social services expenditure in totals showed decreasing trend. It was 35.47 
percent in 1990-91, which decreased to 31.32 percent in 1995-96 and further to 31.20 
percent in 2002-03. The share of economic services expenditure also showed 
decreasing trend. It was 28.97 percent in 1990-91, which decreased to 20.70 percent 
in 1995-96 and then to 17.86 percent in 2002-03 due to bifurcation of Uttar Pradesh. 
The major share of social services expenditure was on Education sports art and 
culture, which also showed a decreasing trend. Its share was 22.05percent in 1990-91, 
which decreased to 18.42 percent in 2002-03. The share of next major component of 
social services expenditure was of medical and public health, which showed a 
decreasing trend. Its share was 6.52 percent in 1990-91, which decreased to 3.92 
percent in 2002-03. 
As far as the components of economic services is concerned the major share of 
it is spend on rural development followed by irrigation and flood control. The share of 
rural development as percent to total was 9.92 percent in 1990-91 which decreased to 
4.39,percent in 1996-97,and.than to 5.08 percent in 2002-03. The share of irrigation 
and flood control as percentage to total was 7.15 percent in 1990-91, which decreased 
to 4.32 percent in 2000-01 and again to 4.67 percent in 2002-03. 
Agriculture and allied activities occupied next position. Its share was 6.43 
percent in 1990-91, which decreased to 4.01 percent in 2002-03. 
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Table 5.25 
Components of Developmental Revenue Expenditure, Ratio in GSDP (in 
Percentage) 
Uttar Pradesh 
1) Development mental expenditure 
(A+B) of which 
A) Social Services 
1) Educational Sports Art and Cultural 
2) Medical and Public Health 
B) Economic Services 
1) Agriculture and allied activates 
2) Rural development 
3) Irrigation and Flood Control 
4) Transport > and Environment 
communication 
1990-91 
10.89 
6.00 
3.72 
1.10 
4.89 
1.09 
1.67 
1.21 
0.35 
1995-96 
8.60 
5.18 
3.18 
0.74 
3.42 
0.75 
0.73 
1.24 
• 0.25 
2000-01 
8.52 
5.31 
3.52 
0.66 
3.21 
0.76 
1.06 
0.77 
0.32 
2001-02 
7.78 
4.95 
3.20 
0.58 
2.84 
0.71 
0.82 
0.71 
0.30 
2002-03 
7.72 
4.92 
2.89 
0.62 
2.81 
0.63 
0.80 
0.73 
0.34 
Source: Table 5.23 and computed. 
Table 5.26 
Components of Development Revenue Expenditure, Per Capita (in Rupees) 
uttar Pradesh 
Development mental 
expenditure (A+B) 
A) Social Services 
1) Education sports Art and 
Cultural 
2) medical and Public 
Health 
B) Fxonomic Services 
1) Agriculture and ^ allied 
activities 
2) Rural development 
3) Irrigation and Flood 
Control 
Transport and 
cotniniiniciition.s 
1990-91 
471.75 
260.02 
161.17 
47.62 
211.73 
47.03 
72.49 
52.30 
15.10 
1992-93 
454.34 
295.94 
183.29 
53.95 
249.40 
51.14 
80.37 
70.59 
1994-95 
596.19 
331.49 
207.00 
62.23 
264.70 
50.89 
84.05 
76.26 
1995-96 
623.06 
375.12 
230.78 
53.69 
247.95 
54.62 
52.61 
89.63 
18.28 
2000-01 
899.29 
560.49 
372.08 
69.51 
338.80 
80.39 
112.01 
81.46 
33.63 
2001-02 
372.62 
554.75 
359.02 
64.88 
317.86 
79.33 
32.72 
79.50 
33.55 
2002-03 
940.08 
598.49 
352.26 
74.97 
341.58 
76.59 
97.18 
89.23 
40.90 
Source: Table 5.23 and computed. 
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Graph 5.6 
Non-Developmental Revenue Expenditure of Uttar Pradesh of which Pensions, 
Interest Payments and Administrative Services (Rupees Lakhs), in 1990-91 to 
2002-03 
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Regarding the position of non-development revenue expenditure of Uttar 
Pradesh during the study period is presented in Table 5.27 and Graph 5.7. The non 
developmental revenue expenditure of Uttar Pradesh was Rs. 327.635 lakhs in 1990-
91 which wpnt up to Rs. 1558,269 lakhs in 2002-03 an increased of 4.75 times. The 
major item of non-devel6pmental revenue expenditure of Uttar Pradesh was spend on 
interest payments which was Rs. 146,198 lakhs in 1990-91 which increased 5.86 
times and became Rs. 856,895 lakhs in 2002-03. Next item was administrative 
services whose expenditure increased 3.08 times in 12 years span. It was Rs. 100,604 
lakhs in 1990-91, which increased to Rs. 309,983 lakhs in 2002-03. 
Pensions were another major item of revenues non-developmental 
expenditure. It showed a major increase in all the items of non-developmental 
expenditure in (7.20 times). It was Rs. 38180 lakhs in 1999-91, which increased to Rs. 
275113 lakhs in 2002-03. 
After the bifurcation of Uttar Pradesh into a Uttar Pradesh as separate state 
and Uttranchal, the expenditure on administrative services decreased. It was Rs. 
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324,35 in 2000-01, which decreased to Rs. 310,980 in 2001-02 and then to Rs. 309, 
983 in 2002-03, while the other items of non-developmental revenue expenditure 
remained unaffected. 
The compound growth rate of non-development revenue expenditure of Uttar 
Pradesh during the period 1990-91 to 2002-03 was 14.52 percent while the buoyancy 
coefficient was more than unity. During the period 1990-91 to 1999-00 the compound 
growth rate increased to 16.23 percent and buoyancy was again more than imity. 
However during the division of Uttar Pradesh the compound growth rate during the 
period 2000-01 to 2002-03 was only 1.39 percent while buoyancy became less than 
unity. 
Out of non-developmental revenue expenditure, the compound growth rate of 
interest payments during the period during the period 2000-01 to 2002-03 was -0.35 
percent and buoyancy became negative. The compound growth of administrative 
services was 11.35 percent during the period 1990-91 to 2002-03 and the buoyancy 
rate was less than unity. During the period 2000-01 to 2002-03 the growth rate 
became negative (-2.24) and the buoyancy was also negative (-0.23). 
The compound growth rate and buoyancy of pensions was 21.98 percent and 
1.76 during the period 1990-91 to 2002-03. If we take the period 1990-91 to 1999-00 
the compound growth rate of pensions increased to 23.20 percent and buoyancy rate 
was 1.65. In the period 2000-01 to 2002-03 the compound growth rate became 12 
percent and buoyancy was 1.28. 
Table 5.28 
Non-Dcvclopmental Revenue Expenditure (Percentage Share in Respective 
Totals) 
Uttar Pradesh 
Non-Development mental expenditure (A+B) of 
which 
1) Interest Payments and servicing of Debt. 
2) Administration Services 
3) Pensions 
1990-91 
34.35 
15.33 
10.55 
4.00 
1995-96 
46,41 
21.30 
9.95 
4.12 
2000-01 
48.85 
27.81 
10.45 
6.97 
2001-02 
50.87 
30.04 
9.79 
7.53 
2002-03 
47.31 
26.01 
9.41 
8.35 
Source: Table 5.27 and computed. 
As far as the revenue non-developmental revenue expenditure of all as 
percentage to total is concerned it showed a increased trend than revenue 
developmental expenditure (Table 5.28). The non-developmental revenue expenditure 
of all states was 34.35 percent in 1990-91, which went on increasing and became 
48.85 percent in 2001-02. In 2002-03 it just decreased by 1 percent point and became 
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of all states was 34.35 percent in 1990-91, which went on increasing and became 
48.85 percent in 2001-02. In 2002-03 it just decreased by 1 percent point and became 
47.31 percent. The major component on which non-developmental revenue 
expenditure is spent is on interest payments followed by administrative services and 
pensions. The non-developmental revenue expenditure on interest payments as 
percentage to total was 15.33percent in 1990-91, which increased to 26.01percent in 
2002-03. The non-developmental revenue expenditure on administrative services, as 
percentage to total was 10.55percent in 1990-91, which decreased to 1 percent in 
2002-03 and became 9.41percent in 2002-03 due to bifurcation. 
The non-developmental revenue expenditure on pensions was 4.00 percent in 
1990-91, which showed increasing trend and then doubled to 8.35 percent in 2002-03. 
This clearly shows that growth in non-developmental revenue expenditure is 
dominated by growth in interest payments and pensions. 
Table 5.29 
Non-Dcvelopmcntal Revenue Expenditure, Ratio in GSDP (in Percentage) 
Uttar Pradesh 
Non-Development mental expenditure 
(A+B) of which 
1) Interest Payments and servicing of Debt. 
2) Administration Services 
3) Pensions 
1990-91 
5.80 
2.59 
1.78 
0.00 
1995-96 
7.67 
3.52 
1.64 
1.09 
2000-01 
8.73 
4.97 
1.87 
0.01 
2001-02 
8.57 
5.06 
1.65 
0.01 
2002-03 
7.43 
4.09 
1.48 
0.01 
Source: Table 5.27 and Computed. 
As far as the non-developmental revenue expenditure ratio in GSDP is 
concerned it also showed a increasing trend. (Table5.29) Its ratio in GSDP in 1990-91 
was 5.80 percent in 1990-91, which increased to 8.73percent in 2000-01 but 
decreased to 1 percent point in 2002-03 to 7.43percent. As far as the components of 
revenue non-developmental expenditure is concerned the ratio in GSDP of interest 
payments, which showed an increasing trend and it was 2.59 percent in 1990-91 rose 
to 4.09 percent in 2002-03. As far as the ratio of administrative services and pensions 
in GSDP is concerned it followed a decreasing trend. The ratio of administrative 
services was 1.78 percent in 1990-91, which decreased to 1.48 percent in 2002-03. 
Similarly, the ratio of pensions in GSDP is coiicemed it was O.OOpercent in 1990-91, 
which became to 0.01 percent in 2002-03. 
Thus from Table 5.29 we observe interest payments and pensions are growing 
almost faster ratio than GSDP and revenue. 
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Table S.30 
Non-Developmental Revenue Expenditure, Per Capita (in Rupees) 
Uttar Pradesh 
Non-Development revenue expenditure 
(A+B) of which 
1) Interest Payments and servicing of 
Debt. 
2) Administration Services 
3) Pensions 
1990-91 
251.09 
112.04 
77.10 
29.26 
1995-96 
358.82 
255.07 
119.13 
49.35 
2000-01 
921.67 
524.72 
197.22 
131.53 
2001-02 
960.50 
567.16 
184.77 
142.11 
2002-03 
904.75 
497.52 
179.98 
159.73 
Source: Table5.27 and computed. 
The per capita non-developmental revenue expenditure (Table 5.30) also 
showed an increasing trend. It was Rs. 251.09 in 1990-91, which increased to Rs. 
554.62 in 1996-97 and then to Rs. 904.54 in 2002-03. Interest Payments was again the 
major component of per capita Non-developmental revenue expenditure. It was Rs. 
112.04 in 1990-91, which mcreased to Rs. 306.42 m 1996-97 and further to Rs. 
497.52 in 2002-03. 
Administrative services were the next major component of non-developmental 
revenue expenditure. It was Rs. 77.10 in 1990-91, which increased to Rs. 197.22 in 
2000-01 but again decreased to Rs, 179.98 in 2002-03 due to division of Uttar 
Pradesh. 
The share of pensions also showed an increasing trend. The per capita 
pensions per person were Rs, 29,26 in 1990-91, which increased to 159.73 in 2002-
03. 
Interestingly, we can note from Tables 5.27, 5.28, 5.29 and5.30 that during the 
reforms period, the share developmental and non-developmental revenue expenditure 
of Uttar Pradesh has shown an rising trend but the share of developmental revenue 
expenditure in total expenditure has shown on declining trend whereas non-
developmental revenue expenditure has go on rising during the period under study. 
The growth in non-developmental revenue expenditure has series adverse 
implications for the long run growth of the economy. The steep rise in non-
developmental revenue expenditure is due to growing interest payments and debt 
servicing burden. The buoyancy of interest payments was above unity during the 
period 1990-91 to 2002-03 and 1990-91 to 1999-00. However, it became negative in 
the periods 2000-01 to 2002-03 due to bifurcation. The buoyancy of pensions 
remained above unity during the three period. 
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5.3 Time profile of fiscal Imbalance of Uttar Pradesh: 1990-91 to 
2002-03. 
The major fiscal Indicators of Uttar Pradesh are gross fiscal deficit, revenue 
deficit and primary deficit showed a very alarming trend during the period 1990-91 to 
2002-03. Table 5.31 presents the gross fiscal deficit, revenue deficit and primary 
deficit of Uttar Pradesh in rupees as well as ratio in GSDP. From the Table 5.31 we 
can see that gross fiscal deficit of Uttar Pradesh was Rs. 306,755 crores in 1990-91 
which increased at an alarming rate of Rs. 959, 688 crores in 2002-03. The Gross 
fiscal deficit as ratio to GSDP is concerned 5.43 percent in 1990-91 reached a peak 
level of 7.56 percent in 1998-99. After that it showed a declining trend and decreased 
to 4.53 percent in 2002-03. 
The revenue deficit also showed an upward trend during the 1990's. It was Rs. 
122,826 crores in 1990-91, which increased to Rs. 618,180 crores in 2002-03. The 
revenue deficit, GSDP ratio of Uttar Pradesh through showed moderate increase 
during the early 1990's has shown steep rise especially during 1998-99, in which the 
ratio turned out to be 5.65percent. After 1998-99 it declined moderately to 
2.28percent in 2001-02 and then to 2.44percent in 2002-03. 
The primary deficit of Uttar Pradesh showed fluctuating trend. In 1990-91 it 
was Rs. 160,557 crores which decreased to Rs. 64,141 crores in 1995-96 and then to 
Rs. 35.269 crores in 2001-02. In 2002-03 it again increased to Rs. 92,793 crores. As 
ratio in GSDP is concerned it was 2.84percent in 1990-91, which decreased to 
0.44percent in 2002-03. 
Thus the gross fiscal deficit of Uttar Pradesh was highest followed by revenue 
deficit and primary deficit. It has been observed that fiscal deterioration in Uttar 
Pradesh started with the salary revision of fourth and fifth Central Pay Commission. 
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Table 5.31 
Fiscal Indicators of Uttar Pradesh: 1990-91 to 2002-03 
(Rupees Crores and Ratio in GSDP) 
Year 
1990-91 
1995-96 
2000-01 
2001-02 
2002-03 
(Rupees Crore) 
Gross Fiscal 
Deficit 
306,755 
438,059 
1017.953 
989.813 
949,689 
Revenue 
Dcncit 
122,826 
234,065 
628.931 
618.180 
6511.731 
Primary 
Dencit 
160.557 
64,141 
154,980 
35,269 
91,793 
(Ratio in 
Gross 
Fiscal 
Deficit 
5.43 
4.12 
5.86 
5.25 
4.53 
GSDP) 
Revenue 
Deficit 
2.17 
2.20 
3.62 
3.28 
2.44 
Primary 
Deficit 
2.84 
0.60 
0.89 
0,19 
0.44 
Source: Reserve Bank of India Bulletin, various Issues and Computed. 
Graph 5.7 
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When we see the decomposition of GFD of Uttar Pradesh (Table 2.33) the 
revenue deficit occupied the highest share of fiscal deficit, which shows that extent of 
borrowed funds, used for meeting revenue expenditure. The share of RD in GFD was 
Rs. 122, 826 crores in 1990-91, which increased to Rs. 18, 180 crores in 2001-02, 
which slightly decreased to Rs. 511, 731 crores in 2002-03. The share of capital 
outlays was also high it was Rs. 11,7,758, crores in 1990-91, which increased to Rs. 
379,438 crores in 2002-03. The share of net lending also showed increasing trend. It 
was Rs. 8348 crores in 1990-91, which went up to Rs. 341,842 crores in 2002-03. 
The growing FD in Uttar Pradesh is not being it used for capital formation and 
development purposes and instead being directed to meet the growing revenue deficit 
of the state. 
Table 5.31 reveals that revenue deficit has persisted in Uttar Pradesh for quite 
some time. Since the mid nineties, the deficits have swollen, as they are more than 3 
percent of GSDP. Since 2002-03 there seems to be some improvement but it is too 
early to be sanguine. 
Analysis of Tables 5.31, 5.32, 5.33 is thus indicative of the direction of fiscal 
drift in Uttar Pradesh and the need to discipline the fiscal ad-hocism persisting in the 
States for over decade. Despite claims and efforts to from the revenue deficit, it is still 
at 2.4 percent in the year 2002-03. Revenue deficit has been accounting for more than 
half of the GFD in the economy. Primary deficit is showing some sign of 
improvement as it is expected to change its direction from deficit to surplus after grim 
situation in the late 1990's that got moderated in the ensuring years. 
Therefore it is difficult to suggest that sustained improvement in revenue 
expenditures. It can be seen that the receipts have been low since the mid nineties. But 
some improvements are visible in the present decade. As far as revenue expenditures 
are concerned, these have been at a higher level in the present decade (See Appendix 
Table A 5.1). 
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Table 5.32 
Decomposition of Gross Fiscal Deficit (Rupees Crores) 
Year 
1990-91 
1995-96 
2000-01 
2001-02 
2002-03 
Revenue Deficit 
122,826 
234,065 
628.931 
618,180 
511.731 
Capital Outlays 
117,758 
112,935 
326.755 
355,556 
379.438 
Net lending 
8348 
49,156 
98.383 
106,738 
341,842 
GFD 
248,932 
396,156 
1.054069 
1.080.474 
1.233.011 
Source: Reserve Bank of India Bulletin, various Issues and Computed. 
Table 533 
Financing of Gross Fbcal Deficit (Rupees Crores) 
Year 
1990-91 
1995-96 
2000-01 
2001-02 
2002-03 
Revenue Deficit 
96.807 
170.295 
159,833 
223,089 
230,361 
Capital Outlays 
58,564 
101,1-4 
630.890 
667,960 
775,111 
Net lending 
151,384 
166,660 
227,230 
98.764 
-55,784 
GFD 
306,755 
438.059 
1017,953 
989.813 
949,688 
Source: Reserve Bank of India Bulletin, various Issues and Computed. 
Thus we conclude from the above chapter that Uttar Pradesh also showed 
rapid deterioration in the fmances. This inconsistency can be attributed due to the 
division of Uttar Pradesh into Uttar Pradesh as separate state and another state 
Uttranchal. The compound growth rate of revenue receipts was greater than capital 
receipts. In the same way, revenue expenditure grew at faster rate than capital 
receipts. The major deficit indicators also showed an increasing third during the 
period under study. 
The next chapter deals with conclusion of the study and suggestions for the 
improvement of the.situation. 
CHAPTER 6 
SUMMARY AND CONCLUSION 
Over the years the Centre had seen a burgeoning of non-plan expenditure in 
the face of inadequacy of buoyancy of revenues. They have responding by restoring to 
large volumes of borrowings to finance plan expenditure, which is shriidcing as a 
percentage of State Domestic Product. One of the two crises that India faced in 1990-
91 was the unsustainable imbalance between govenmient revenues and expenditure. 
Revenue deficits have been fmanced by running up surpluses on capital account of the 
budget. This caused steady deterioration in the finances of the government. The 
attempt to regain control on the macro economic situation, comprehensive set of 
reform measures were introduced in the economy in 1990-91. Out of them, one was 
the fiscal Reform process introduced in the coimtry. First, sets of reforms were 
introduced for the Centre. During this period the expenditure rose much faster than its 
revenue leading to steep rise in the Center's fiscal deficit. 
Besides Centre finances, state finances gradually detoriated. With the 
imbalance in the states finances. Center became concerned and lends a helping hand 
in over coming their deficits. 
Reforms at the Centre in the early nineties paved the way for the sub-national 
reforms. Unfortunately, this reform process did not pick up until the second half of the 
nineties when the state level fiscal crisis set in. Several states witnessed a slowdown 
in their growth rates relative to the level of the eighties. Competition for private 
investment by the states led to competitive tax concessions and incentives, leading to 
fiscal imbalance in the nineties. Populist policies like firee power and irrigation to the 
farm sector compounded the problem. The states are unable to increase the tax ratio as 
also improve the productivity of non-tax revenue. Political compulsions do not allow 
the states to increase user charges (Rao, 2002), 
The debt of states as result has gone up and sound fiscal management at state 
level has become urgent agenda of reforms. The important items of reform agenda 
were revenue augmentation, expenditure austerity, state level public sector enterprises 
reforms, power sector reforms and reduction in deficits. 
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In addition to states own efforts, the Centre has also taken initiatives to 
strengthen the reforms process at the state level. Further the policy initiatives 
undertaken by the Reserve Bank have a bearing on the state finances as well. 
We have made a detailed study of states finances during period 1990-91 to 
2002-2003 and reforms initiatives taken and by implemented by states to improve 
their performance. Moreover, we have also analyzed the trends and the reforms on 
state fmanc6s of Uttar Pradesh. The following conclusion emerges from our study 
which may sununerised as follows: -
AH states 
1. The total receipts of all states showed an increasing trend during the period 
1990-91 to 2002-03 which is a good sign. It also shows that the performance 
of the government is better in realizing the receipts. In rupees terms the 
revenue receipts increased at a faster than the capital receipts. The compound 
growth rate of capital receipts is more than that of revenue receipts during the 
three period which shows that the capital receipts are increasing at a faster rate 
but the magnitude of revenue receipts is still more than the capital receipts. 
2. The tax revenue of states showed a faster rate of growth compared to the non-
tax revenue of states during the study period. The compound growth rate and 
buoyancy coefficient of tax revenue is greater than non-tax revenue. Similarly 
the compound growth rate of states share in Central taxes was higher than the 
grants from the Centre. The buoyancy coefficient of states share in Central 
taxes and grants from Centre was also low. Thus the results about tax and non-
tax revenues of states point out states should take measures to improve their 
tax and non-tax revenue to overcome their fiscal deficits. 
3. The growth in states own revenues both tax and non-tax revenue as a 
percentage of GSDP do not present a healthy situation of state finances. 
4. Taxes on commodities and services occupied the highest position. Out of it, 
sales'tax occupied the highest position. Sales tax predominate the profile of tax 
revenue, its relative importance has increased. The CGR and buoyancy of sales 
tax is high. There is marginal improvement in the share of stamp duties and 
registration fees. Its buoyancy was above unity in all the three sub periods. The 
buoyancy coefficient of excise duty was below unity in all the three sub-
periods. The below unity buoyancy coefficient was of states excise, motor 
vehicle tax and agricultural income tax was also observed. Agricultural income 
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continues to be untaxed for long. It is a high time that either the state 
government should pass their right of taxing agricultural incomes to the 
Central government or themselves initiates measures and raises resources at 
least from better off sections of the farming community. This arrangement 
would be helpful in raising the more resources of states. 
5. The major sources of state own non-tax revenue was economic services. 
Collection from the non-tax revenue from social services has been low. The 
share of social services, fiscal services as well as dividends has gone down. 
The different is made up by on increased share of receipts from general 
services. 
6. . Revenue expenditure of all states increased to a faster pace than the increase in 
the revenue receipts. The Revenue expenditure increased 4.67 times while 
capital expenditure increased 4.40 fold. 
7. The developmental revenue expenditure of states continues to rise during the 
period under study and it increased 3.69 times while Capital expenditure 
increased 6.72 times. The CGR of development revenue expenditure was 
12.07 percent while that of non-development revenue expenditure was 17.5 
percent during the period 1990-91 to 2002-03. The buoyancy of development 
revenue expenditure was below unity and that of non-developmental revenue 
expenditure was above unity, which shows that non-developmental revenue 
expenditure, increased at a faster pace than developmental revenue 
expenditure .The share of developmental revenue expenditure also showed 
declining trend m total expenditure while share of non-developmental revenue 
expenditure increased. The share of developmental revenue expenditure in 
total expenditure was 68.07 percent in 1990-91, which decreased to 53.83 
percent in 2002-03 while the share of non-developmental revenue expenditure 
was 30.8 percent whose share went up 44.36 percent in 2002-3. 
8. Non-Developmental revenue expenditure also increased at a faster pace than 
developmental revenue expenditure. Out non-developmental Revenue 
expenditure the expenditure on interest payments was fastest growing item, 
followed by administrative services and pensions. The compound growth rate 
of pensions was.highest it was 22.48 percent while that of administrative 
services was 12.90 percent during the period 1990-91 to 2002-03. The 
buoyancy of interest payments and pensions was above unity and that of 
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administrative services was near to unity, which shows that there was 
significant, rise in these expenditures. The lowest non-developmental revenue 
expenditure was on organs of state. 
9. The developmental revenue expenditure on social services overtook the 
economic services during the period 1990-91 to 2002-03 due to a reduced 
allocation for energy, industry and minerals. The compound growth rate of 
social services was greater than economic services but the buoyancy of both 
the expenditure was below unity. The buoyancy of social services expenditure 
items like water supply, sanitation, housing, welfare of SC and ST, natural 
calamities was below unity during the period 1990-91 to 2002-03. All the 
items showed buoyancy below unity except urban development and social 
security and welfare. Out of expenditure on economic services the expenditure 
on agricultural and allied activities was highest. The expenditure on rural 
development occupies the second position. The buoyancy of expenditure on 
agricultural and allied activities, rural development, irrigation and flood 
control and energy was below unity. The buoyancy of expenditure on transport 
and communication was above unity. 
10. The plan and non-plan expenditure of all states showed an increasing trend 
during the period 1990-91 to 2002-03. The compound growth rate of non-plan 
expenditure is higher in all the three sub- periods than plan expenditure, which 
showed that its share is increasing at significant rate. It shows that there is a 
significant strain on the states budget on account of poor resources 
mobilization and uncontrolled fixed expenditure. 
11. As far as the components of plan expenditure are concerned there is significant 
, rise in plan revenjiie expenditure than plan capital expenditure. The compoimd 
growth rate of plan revenue in all period was also highest in all sub- periods. 
12. After a detailed study of fiscal reforms taken by fourteen major state of India, 
we find that high income states like Maharashtra and Tamil Nadu started the 
first phase of reforms in early 1990. Lately, it was followed by other state like 
Kamataka, Haryana, Madhaya Pradesh, Uttar Pradesh and Orrisa. The rapid 
pace of reforms in all states in area of fiscal, institutional and sectoral was 
started in late 1990's. 
13. The assessment of the entire fiscal reform process in the states reflects that 
government has failed to honour its own commitments from time to time and 
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also shows utter disregard for certain Constitutional provisions. The non-
transparences in the utilization of funds are all too obvious. So a more 
enactment of acts and legislation is not enough to put the glorious economy on 
the path of economic development. 
Uttar Pradesh 
14. The total receipts of Uttar-Pradesh were Rs. 1212,853 Lakhs, which increased 
to Rupees 2,7882119 Lakhs, an increase of 2.29 times in span of 12 years. It is 
observed that the receipts on revenue accoimt have been increased 
considerably than receipts on capital account. The revenue receipts increased 
53.25 times while the capital receipts increased only 3.38 times during the 
period 1990-91 to 2002-2003. The compound growth rate of total receipts of 
Uttar-Pradesh was 11.11 percent while buoyancy coefficient wasO.94 during 
the period 1990-91 to 2220-2003. Due to bifurcation of Uttar-Pradesh in 
November 2000 into Uttar-Pradesh and Uttranchal the CGR fell to 4.45 
percent and buoyancy coefficient fell to 0.50 during 2000-01 to 2002-03. The 
compound growth rate of revenue receipts of UP was 10.09 percent and the 
buoyancy coefficient was 0.85 in 1990-90 to 2002-03. With the bifurcation the 
CGR fell to6.04 percent and buoyancy to 0.63 in 2000-01 to 2001-2003. As far 
as the position of capital receipts of UP is concerned, the CGR during 1990-91 
to2002-03 was 13.43 percent which showed a healthy sign of development. 
The buoyancy of capital receipts was greater than one. 
15. In rupees terms the revenue receipts of Uttar-Pradesh increased at a faster rate 
than the capital receipts. The CGR of revenue receipts is less than that of 
capital receipts during the period 1990-91 to 2002-03. The buoyancy of 
revenue receipts is less than one while that of capital receipts is greater than 
one, which is healthy sign of development. 
16. The rising tax revenue and falling non-tax revenue is observed. The CGR of 
tax revenues is less than one whereas of the states share in Central taxes was 
higher than one, during the period 1990-91 to 2002-03. Due to bifurcation of 
UP, the CGR of States own tax and states share in Central taxes declined and 
buoyancy fell to below unity. Grants from Centre also showed declining trend. 
17. As for the relative share of different taxes is concerned, Uttar Pradesh 
government has found commodity taxes as a best source of income. The share 
of the state in the Union excise duties has also become an important source of 
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revenue to Uttar Pradesh. It occupied the second place followed by sales tax. 
Stamps and registration fees were at third place, Last place was occupied by 
taxes on income, which includes land revenue and agricultural income tax. 
18. The compound growth rate was highest of excise duty (11.42%), of sales tax 
(7.90%) and stamps and registration fees (14.12%) in the period 1990-91 to 
2002-03. 
19. The buoyancy of taxes on property and capital transactions, taxes on 
commodity and services was greater than one during 1990-91 to 2002-03, Due 
to bifurcation of UP we note that the CGR of taxes on property and capital 
transactions showed an increasing trend. It was 26.04% in 2000-01 to 2002-03 
and the buoyancy coefficient was 2.50. The CGR of taxes on stamps and 
registration fees, commodities and services decreased due to bifurcation. 
Increased buoyancy rates of taxes will give more revenue to government but in 
Uttar Pradesh the buoyancy rates have continued to decreased for most all the 
taxes during the study period. 
20. In rupees terms the increase in capital receipt was less than the increase in 
revenue receipts. Out of capital receipts, the share of internal debt increased at 
a faster rate, which is not, a good sign. Loans and advances from Centre 
showed an increasing trend but recovery of loans and advances showed 
decreasing trend. 
21. In rupees terms own non-tax revenue of Uttar Pradesh showed an increasing 
trend. Out of major items of own-non-tax revenue the share of economic 
services was highest. Rate revisions led to the gains in the royalties from 
minerals in the recent years. The own non-tax revenue from forestry and 
wildlife has declined significantly. Firstly, due to Supreme Court decision 
linking to the felling of trees to scientific management of forests. Secondly, 
due to the partitions of UP more forests were in Uttranchal and the remaining 
forests in Uttar Pradesh are likely to contribute a very small amount. The CGR 
of social services was highest during the period 1990-91 to 2002-03. The 
revenue from social services was not much affected due to bifurcation. Its 
share in total own non-tax revenue increased which is a good sign of 
devetopment. 
22. The overall analysis shows that the total, revenue and capital expenditure of 
Uttar Pradesh showed an increasing trend during the period imder study. The 
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revenue expenditure increase was more than the capital expenditure. The total 
expenditure of Uttar Pradesh increased 3.43 times, the revenue expenditure has 
risen 3.15 times while capital expenditure has shown increase of 3.38 times. 
The tompound growth rate of revenue expenditure is higher than that of 
capital expenditure during the three periods, which shows that revenue 
expenditure of Uttar-Pradesh accounts for the lion's share of expenditure in the 
state. The buoyancy of total, revenue and capital expenditure was below unity 
in all the periods except that of capital expenditure whose buoyancy 
coefficient became 2.20 in period 2002 to 03. 
23 The developmental revenue expenditure of Uttar-Pradesh showed an 
increasing trend during the period under study. The major item of 
developmental revenue expenditure is on social services. Out of social 
services, the major item of expenditure is on education is on education, sports, 
art ands culture which constituted more than one third of the total 
developmental service expenditure which is a welcome trend. The major share 
of economic services was spend on rural development. The social service 
expenditure overtook the economic services. The developmental revenue 
expenditure on economic services decreased after bifurcation while that of 
social services remained unaffected. 
24. The developmental revenue expenditure exceeded the non-developmental 
revenue expenditure during 1991-92. However, thereafter the share of 
developmental expenditure has continuously decreased which is a matter of 
serious concern. The non-developmental expenditure of Uttar-Pradesh also 
showed an increasing trend during the period under study. The major item of 
non-developmental revenue expenditure was spend on interest payments, 
which increased almost five times during the study period. Administrative 
services increased more then 3 times and pensions increased more than 7 
times. After the bifurcation of Uttar-Pradesh, the expenditure on administrative 
services decreased while the other items of non-developmental revenue 
expenditure remained unaffected. The CGR of non-developmental revenue 
expenditure was 14.52 percent while buoyancy coefficient was more than 
unity, which shows that there was a spectacular rise in this expenditure. 
25. The major fiscal indicators of Uttar-Pradesh that is gross fiscal deficit, revenue 
deficit and primary deficit showed a very alarming trend. The gross fiscal 
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deficit of Ullar-Pradesh was highest followed by revenue deficit and primary 
deficit. The main cause of such deterioration was due to the salary revision of 
fourth and fifth Central Pay Commission. As far as the GSDP ratio is 
concerned they have showed the declining trend during 2002-03, The gross 
fiscal GSDP ratio was 5.43 percent in 1990-91, which declined to 4.53 percent 
in 2002-03. The revenue deficit GSDP ratio was 2.17 percent in 199-91 which 
but then declined to 2.44 percent in 2001-02. The primary deficit GSDP ratio 
, was 2.84 percent which declined to 0.44 percent iii 2002-03. 
26, An evaluation of the power sector reforms of Uttar-Pradesh reveal that even 
the state has adopted reforms in the last few year but has not adhered to the 
recommendations of most of the committees and commissions and the 
financial targets laid down in various documents have not been achieved. 
Though Uttar-Pradesh has implemented several reforms in power sector but no 
improvement is seen. 
27 A perusal of the finances of the government of India shows large revenue and 
fiscal deficit years after year indicating continued macro fiscal imbalances of 
the states. Increase dependence on the R,B.I and the continuous application of 
borrowed funds largely on current consumption and debt services indicates 
unsustainability and reflects vulnerability of the states finances. As increase in 
the ratio of fiscal liabilities of GSDP together with large revenue deficit 
indicates that the states are gradually getting into a debt. 
28, The assessment of the entire fiscal reform effort of the states reveals that the 
government is seized of the seriousness of the situation, admits the gravity of 
consequences but lacks the grit and determination to implant certain hard 
decisions for fiscal restructuring. The govenunent is very caught up in the web 
of populist policies and succumbs readily to political pressure against certain 
unpopular decisions for attaining fiscal stability. The success of the fiscal 
reform programme depends only on the administrative competence and 
, political will of the government towards achieving long terms fiscal 
consolidation and restoration of fiscal balances in the states. 
29, The states have taken a number of corrective measures towards fiscal 
consolidation to restore fiscal stability and achieve a balanced revenue 
account, which is an important indicator fiscal prudence. The deteriorating 
finances of the state governments area is a matter of concern as these are 
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leading to compression of developmental expenditure and burgeoning non-
developmental expenditure. All the fiscal, institutional and sectoral measures 
suggesting to attain fiscal balances at the sub-national level have been adopted 
by the states to attain fiscal balances. 
SUGGESTIONS 
1. Reforms of the transfer system should be accompanied by a widening of the 
tax powers of the states and review of the system where by large 
responsibilities are cast on them with out regard for the consequences on their 
expenditure budget. 
2. All revenue transfers the Centre to the states world need to be integrated by 
bringing them under the Finance Commission purview. 
3. Simplification and rational allocation of the States tax systems must receive 
unmediated attention to make them both growth response .The most important 
item calling for immediate attention is the simplification and rationalization of 
the states sales tax systems. 
4. Better economic integration of the Country and all barriers on inter state trade 
are removed. 
5. Contairmient of emoluments: - The longer term solution to the problem of 
burgeoning salary lies in observing the principle that government is basically 
meant to provide administrative, social and economic infiastructure and not 
employment person. Its not possible to reduce the total number of employees 
with out undertaking harsh measures like retrenchment. By simply putting a 
fi-eeze on fi-esh recruitment in the state governments and aided institutions for 
the next three years. As about 3 percent of the employees super annate every 
year, this measure in the course of the next five years result in the savings of 
about 10 to 15 percent of the expenditures. 
A detailed review of every programmed to ensure its viability and 
careful scouting of each department to identify the surplus manpower the 
programmes and project which are not viable should be discontinued and 
Ihosu which arc potentially useful should be revived and consolidated with 
appropriate policy packages. The employees in the projects and programmes 
which arc be di.scontinued should be redeployed when freeze on fresh 
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employment is imposed exemptions are sought by various departments under 
one pretext or another. 
To avoid such pressures in every state, it is necessary to haves high 
pioneered independent institutes which should also assess the genuine need for 
additional posts and will implement and monitored the freeze in fresh 
employment. 
A frequent method employed to ones come the employment freeze is 
to employ people on casual or daily wage basis and regularize then after a 
period of time. If they are not regularized by the governmental itself, the 
courts have ruled that usual employees. 
There must be careful review of all Centrally sponsored schemes and 
only the schemes in extremely important activities such as primary health and 
family planning, education, drinking water etc should be continued. 
6. It is important to levy economic rates on irrigation, water and electricity sold 
to farmers. Similarly proper fees for post secondary education and economic 
rates of user charge for water supply, urban transport and power must be 
levied. 
Economic pricing of service is important and only for accountability and 
equity, but also for the reasons for avoiding wastage and improving the quality 
of services. 
7. On educational alone the subsidy is quite large and it occurs to the 
economically affluent actions. This is the clear case for reducing the subsidy in 
the next five years by one half even if the remaining is retained to help 
economically weaker sections with scholarships. This can be done by reducing 
assistance to colleges and universities annually by 10 percent in the next five 
years and let the colleges and university find the remaining resources by 
concerning fees. The state governments should not enter in the determination 
of the fees and the regulatory mechanism should be confined to the extent of 
ensuring that meritious and economically backward students get the benefit of 
scholarship. 
8 Another important source of implicit subsides arises from the budgetary 
support to public sector enterprises, losses incurred in the irrigation sector is 
most important. 
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9 In case of SEBs, the generation of electricity can be privatized. The state 
governments must continue the activities of transmission and distribution. The 
decentralization of these functions thorough proper public agencies can help in 
the more effective and economic transmission and distribution function. 
10 Tax system can be more efficient by rationalization of the stamp duty and 
registration fees. The levy of the tax at very high rates of 15 to 20 percent has 
resulted in substantial undervaluation of improvable properly. 
11 It w6uld be belter lo determine the share of the slates in aggregate Central 
taxes rather than as a percentage of two specified taxes. This would require 
Constitutional amendment and discussed in detail by all the concerned parties. 
12 Developmental expenditure especially expenditure on social sectors and social 
services has to be increased in order to ensure a high rate of economic growth 
in the state. 
13 The states should reduce the loan from Centre. 
14 Expenditure management policy in state level should be achieved properly to 
cut down non-productive expenditure. 
15 Growth of States gross domestic product and state domestic capital formation 
shoujd be accelerated. 
16 The States must' plan to reduce out standing liabilities, reduce loan from 
Centre and lower market borrowings. 
17 States should impose agricultural tax in lump sum amount on the value of 
output in a year. 
18 Subsidies on agriculture should be brought down to zero under target 
approach. 
19 Fiscal Responsibility and Budget Management Bill (FRBM) must keep fiscal 
deficit of the States within the range of 3 percent of GDP and 5 percent of 
SDP as perturbed. 
20 The need for mobilizing additional tax revenue and non-tax revenue after 
mainWining the principles of equity. 
21 Development expenditure should be used to sustained with proper return on 
the same and at the same time non-developmental expenditure need to be 
controlled. 
22 Another important suggestion is that the states must cut their coat according 
to the cloth. 
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23 Rcsti^ ucturing of the existing lax system witliout eOccling economic 
opportunities and incentives, strict enforcement of tax laws, in collusion of 
agricultural income tax to the tax net, curtailment of non-essential expenditure, 
strengthening of administrative machinery, timely evaluation and monitoring 
and simplification and widening of tax base of the tax system have been 
suggested to improved the fiscal position of the state. Wastages, delays or 
backlogs of the budgeted amounts on specific items should be plugged out. 
24. Some sort of a 'government expenditure vigilance committee' should be set up 
to monitor public expenditure. 
25. Duplication of allotment of budget for a particular item should be strictly done 
away with. 
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APPENDIX TABLE: A 1.1 RECOMMENDATIONS OF TWELFTH 
FINANCE COMMISSION 
Restructuring public flnances 
• Central ad States improve the combined tax-GDP ratio to 17.6 per cent by 2009-10. 
• Debt-ratio with external debt measured at historical exchange rates, to be brought down to 75-
percent to 2009-10. 
• Fiscal deficit to GDP targets for the Centre and to be fixed at 3 cent. 
• Revenue deficit of the Centre and States to be brought down to zero by 2008-09. 
• Interest payments restive to revenue receipts to be brought down to 28 percent and IS percent the 
case of the centre and states, respectively. 
• States of follow a recruitment policy in a manner so that the total salary bill, relative to revenue 
expenditure, net of interest payments, does not exceed 35 percent. 
• Each state to enact fiscal responsibility legislation for elimination of revenue deficit by 2008-09 
and reducing fiscal deficit to 3 per cent of state Domestic product. 
• The system of no-lending to be brought to and over time. The long goal should be down debt-GDP 
ratio to 28 percent for the centre and the states. 
Sharing of Union tax revenues 
• The share of states in the net proceed of shareable central fixed at 30.5 percent trading additional 
excise duties in lieu of sales tax as part of the general pool of central taxes. Share of states to come 
to 29.5 per cent, when states are allowed to levy on sugar, textiles and tobacco. 
• In case of any legislation enacted in respect of service tax, after the notification of the eight 
amendments to the constitution, revenue accruing to a state should not be less than the share that 
would accrue to it, had entire service tax proceeds been part of the shareable pool. 
• The inducative3 amount of overall transfers to states to be fixed at 38 per cent of the center's gross 
revenuer receipts local bodies. 
Local bodies 
• A grant of Rs. 20.000 crores for the panchayati institution and Rs. 5,000 crore for local bodies be 
given to states for the penod 2005-10. 
• Priority to be given to expenditure on operation and maintenance (O&M) costs of water supply 
and sanitation while utilization the grants for the pantheist. At least 50 per cent of the grants 
recommended for urban local bodies to be earmarked for the scheme of solid waste management 
through public-private partnership. 
Calamity 
• The scheme of calamity Relief fund (CRF) to continue is its in this present form with contribution 
from the Centre and States in the outgo form the fiind to be replenished by way of collection of 
national Calamity contingent and levy of special surcharges. 
• The definition of nature calamity to include landslides, avalanches, cloud burst and pest attacks. 
Provision for disaster preparedness and mitigation to be part state Plans and not calamity relief 
Grants-in-aid States. 
• The present system of central assistance for state plans, comprising grant and loan components, to 
be done away with and the centre should confine itself to extending plan and leaving it to states to 
their borrowings 
• Non-plan revenue deficit grant of Rs. 56,856 core recommended to 15 States for the period 2005-
10. Grants amounting to Rs. 10,172 crore recommended to 15 states for the period 2005-10. Giants 
amounting to Rs. 10,172 crore recommended for the education sector to eight States. Grants 
amounting to Rs. 5,887 crore recommended for the health sector for seven states. Grants to 
education and health sectors are additional ties over and above the normal expenditure to be 
incurred by states. 
• A grant of Rs 15,000 crore recommended for road and bridges, which is in addition to be normal 
expenditure of States. 
• Grants recommended for maintenance of public buildings, forests heritage conservation and 
specific needs of States are Rs. 500 crore, Rs 1,000 crore, Rs, 625crore, and 7,100 crore, 
respectively. 
Fiscal reform facility 
• With the recommended scheme of debt in place, fiscal reform facility not to continue over the 
period 2005-10. 
Debt relief and corrective measures 
• Central loans to States contracted bill Marcii, 2004 and outstanding on Marcli 31, 200S, 2005 
amounting to Rs. 128 785 crore to be consolidation and reshaped for a fresh term of 20 years, and 
an interest rate of 7.5 per cent to be changed on them. This is subject to enactment fiscal 
responsibility legislation by a ^ tate. 
• A debt write-off scheme linlced to reduction of revenue deflclt of states to be introduced. Under 
this scheme repayments due from 2005-06 to 2009-10 on Central loans contracted up to march 31, 
2004 will be Eligible for-write off. 
• Central Government not to as intermediary for future lending to states, except in the as of weak 
states which are unable raise funds from the market 
• External assistance to be transferred to States on the same terms and conditions as a attached to 
.such assistance by external funding agencies. 
• All the State to set up sinking funds for amortization of all loans. 
• States to set up guarantee redemption funds through earmarked guarantee fees. 
Other 
• The Centre should share 'Profit petroleum' from New Exploration and licensing Policy (NELP) 
areas in the ratio of 50-50. 
• With States where mineral oil natural gas are produced. No sharing profits in respect of 
nomination fields and non-NELP blocks. 
• Every state to set up a high level covert tee to monitor the utilizati(»i of grants recommended by 
theTFC 
• Centre to gradually move towards accrual basis of accounting. 
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APPENDIX A 4.3: RESERVE BANK'S INITIATIVES ON STATE 
GOVERNMENT FINANCES 
Reserve Bank's Initiatives Status of Initiatives 
Setting up a Consolidated Sinking Fund 
(CSF) 
The Consolidated Sinking Fund was set up in 1999-2000 to 
meet redenq)tion of market loans of states. So far, 13 states 
viz, Andhia Pradesh, Arunachal Pradesh, Assam, 
Chhattisgaiii, Goa, Haryana, Maharashtra, Meghalaya, 
Mizoram, Orissa, Tipura, Uttaranchal and West Bengal 
have established die CSF. 
Introduction of flexibility in madcet 
borrowing of state governments by 
encouraging the states to directly access 
the maricet for resources ranging from S 
to 35 per cent of gross borrowing, with 
the states deciding n the method, timing 
and maturities of the borrowings. 
Subsequently, Reserve bank allowed the 
states to raise up SO per cent their gross 
borrowing through this route.' 
The States that have gone in for the borrowing through 
auction/ tap issue so &r, include - Punjab, Andiita Pradesh, 
Arunchal Pradesh, Jammu and Kashmir, Tamil Nadu, 
Kamataka, Madhya Pradesh, Maharashtra, West Bengal, 
kerala, Gujarat and Uttar Pradesh. The introduction of 
flexibility lower borrowing costs as compared to the 
courpon rates in the combined borrowing programme, and 
thus put in place incentives for sound fiscal management. 
As discussed in the conference of state Finance Secretaries 
held on June 7, 2002, on a case basis, Maharashtra and 
kerala have been permitted to raise up to SO per cent their 
allocation through auction in the fiscal year 2002-03 
Constitution of Committed on WMA / 
Overdraft Scheme. 
An advisoiy Committee (Chairman: Shri C. Ramchandran) 
was consitituted to examiner the exiting scheme of WMA 
and overdrafts to the states and to consider rationalization, 
if warranted, revision of limits. The WMA/overdraft 
Scheme has been modified on the basis of Committee's 
recommendations as also coitsultations of stated have been 
made effective from march 3, 2003. The report of the 
Conunittee has been published and available on the Reserve 
Banks website. 
Constitution of group of Fiscal 
Secretaries to examine tiie Fiscal Risk 
of Guarantees extended by States. 
The group has been constituted to analyse and classify 
different type of guarantees including letters of comfort 
issued by the states and to examine the fiscal risk under 
each type of guarantee. The group has submitted its Report. 
Constitution Qf group to study the 
Pension Liabilities of the state 
Governments. 
In February 2003, the Reserve bank of India Constituted a 
Group to study Pension Liabilities of the state Governments 
(Chairman : Shri D.K. Bhattachary). The Group submitted 
its report in October 2003. the Report has been published in 
February 2004. 
Committee to frame a Model Fiscal 
responsibility Legislation at Stale level 
Following the decision taken in the conference of state 
Finance secretaries held in August 2003, the Keserve bank 
of India Constituted a committee to frame A Model fiscal 
Responsibility Legislation at State level. The Report is 
being finalized. 
Guarantee Redemption fund The Reserve Bank has been providing in technical 
assistance to states in setting up Guarantee Redemption 
fund (GRF) and managing these funds on behalf of the 
states. So far S states (Andhra Pradesh, Gujarat, Orissia, 
Goa and Haryana) have set up Guarantee Redemption ftind 
(GRF). As on September 30, 2004, the total outstanding 
amount under the GRF aggregated at Rs. 677 crore. 
Ceiling on Guarantees As reconunended by the report the Technical committee on 
state Government Guarantees (February 1999), several state 
Govenunents iiave taking initiatives to place ceiling on the 
guaranteed issued by die states. So far, eight states have 
fixed statutory. Administrative ceilings on guarantees. 
Further, state Governments have also been sensitized to the 
LVIII 
Constitution of a working group on 
methodology of compilation of data on 
state Government Liabilities. 
need for rationalizing user charges in objective criteria 
consistent with the risk being guaranteed. 
This working Group constituted following the discussions at 
the 14"* conference fix>m select state governments, the 
central Government, the office of the comptroller and 
Auditor General on India and the Controller General of 
Accounts. The report of the working group would be 
submitted by end-December 2004. 
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